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il THIRTY-FOURTH REPORT FROM 


The Committee of Public Accounts is appointed under Standing Order No. 148 viz: 
Committee of Public Accounts 


148.— (1)There shall be a select committee to be called the Committee of Public Accounts for 
the examination of the accounts showing the appropriation of the sums granted by Parliament 
to meet the public expenditure, and of such other accounts laid before Parliament as the 
committee may think fit, to consist of not more than fifteen Members, of whom four shall be a 
quorum. The Committee shall have the power to send for persons, papers and records, to report 
from time to time, and to adjourn from place to place. 


(2) Unless the House otherwise orders, each Member nominated to the committee shall 
continue to be a member of it for the remainder of the Parliament. 


(3) The committee shall have power to communicate to any committee appointed under 
Standing Order No. 152 (Select committees related to government departments) such evidence 
as it may have received from the National Audit Office (having been agreed between the Office 
and the government department or departments concerned) but which has not been reported to 
the House. 


28th October 1997 


Ordered, That Standing Order No. 148 (Committee of Public Accounts) be amended, in 
line 7 [line 6 of this text], by leaving out the word “fifteen” and inserting the word “sixteen”. 


17th November 1998 


Line 17, after “departments” [line 12: of this text], insert “and to the European Scrutiny 
Committee”, 


Line 21, [after line 15 of this text], at end add: “(4) The Committee shall have power to 
meet concurrently with the European Scrutiny Committee, or any sub-committee thereof, for the 
purposes of deliberating or taking evidence.” 


The following is a list of Members of the Committee at its nomination on 25 July 1997. 
The date of any later nomination, discharge or other change is shown in brackets. 


Rt Hon David Davis (elected Chairman 30.07.97) 

Mr Alan Campbell 

Mr Geoffrey Clifton-Brown (discharged 02.07.99) 

Rt Hon David Curry (added 02.07.99) 

Mr Ian Davidson 

Mr Geraint Davies 

Ms Maria Eagle 

Mr Barry Gardiner (added 10.06.99) 

Ms Jane Griffiths 

Mr Phil Hope (discharged 05.11.98) 

Mr Christopher Leslie (discharged 05.11.98) 

Mr Andrew Love 

Rt Hon Robert Maclennan 

Mr Richard Page 

Ms Dawn Primarolo (added 30.10.97) (discharged 12.01.99) 
Mrs Barbara Roche (added 12.01.99) 

Mr Gerry Steinberg (added 05.11.98) 

Mr Derek Twigg (added 17.11.98) (discharged 10.06.99) 
Mr Stephen Twigg (added 05.11.98) (discharged 17.11.98) 
Mr Charles Wardle 

Mr Dafydd Wigley (discharged 16.12.97) 

Rt Hon Alan Williams 
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THIRTY-FOURTH REPORT 


The Committee of Public Accounts has agreed to the following Report:— 
BSE: THE COST OF A CRISIS 


INTRODUCTION AND SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS 


1. On 20 March 1996, the Government informed Parliament of the possible link between 
Bovine Spongiform Encephalopathy (BSE) in cattle and a new variant of Creutzfeldt-Jakob 
Disease (CJD) in humans. On 27 March 1996, the European Union banned the export of British 
beef and beef products. Public confidence in eating beef fell sharply and the beef industry was 
in disarray. | 


2. As a consequence, the Ministry of Agriculture, Fisheries and Food and the Intervention 
Board for Agricultural Produce had to act quickly and effectively. They introduced a range of 
measures to support the beef industry, to work towards lifting the export ban and to supplement 
the controls designed to protect public health.” The cost of these measures was some £2.5 billion 
in 1996-97 to 1997-98. The Ministry and the Board expected to spend a further £1.7 billion 
before the end of 2000-01.? 


Estimated Expenditure by Agriculture Departments on action in response to the BSE crisis 


Forecast expenditure 1996-2001 
£ million 


Over Thirty Month Scheme 2,240 


Selective Cull 160 


Temporary Industry Support Schemes 1,340 


such as calf processing aid; slaughtering and rendering industries 
aid; top ups to existing schemes and intervention purchases 


Administration 


including physical controls, cattle traceability system and 
research programmes 





Source: National Audit Office 


3. By September 1998, a total of 2.57 million cattle had been slaughtered under the Over 
Thirty Month Scheme which accounts for more than half the amount expected to be spent in 
response to the crisis.* The scheme reflects scientific advice and restrictions on cattle older than 
30 months entering the food chain, and it also has the objective of supporting the beef industry. 
Other measures, such as the selective cull and a cattle traceability system, have formed part of 
the action necessary to persuade the European Union to lift the export ban. Temporary schemes 
providing short-term support to specific sectors of the industry were largely complete by the end 
of 1997-98. 


'C&AG’s Report (HC 853 of Session 1997-98), paras 1.3—1.6 
*ibid, para 1.9 
Evidence, p3, paras 2—3 
*Evidence, pp 3—4, paras 2-3, 6-7 
*C&AG’s Report, paras 5, 1.8—1.9 
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4. There are continuing difficulties arising from implementation of some measures. For 
example, there was insufficient incineration capacity in the United Kingdom to cope with the 
numbers of animals slaughtered under the main schemes. The Ministry and the Board were 
therefore faced with the need to dispose of stocks of meat and bone meal, which are the main 
product of boiling down the remains of cattle. As at September 1997, there were 260,000 tonnes 
of this material in storage, and this was likely to increase at a rate of 65,000 tonnes a year. In 
addition, reimbursement by the European Union of the final part of its contribution to the cost 
of payments for animals entering the Over Thirty Month Scheme is dependent on destruction of 
each animal.° 


5. On the basis of a report and a memorandum by the Comptroller and Auditor General and 
a memorandum from the Intervention Board, the Committee took evidence from the Ministry 
of Agriculture, Fisheries and Food and the Intervention Board. We examined the prices paid to 
the participants in the Over Thirty Month Scheme; the implementation of the selective cull and 
cattle traceability system; the incidence of detected irregularity; and the progress made in dealing 
with the problems of incineration and reimbursement from the European Union. 


6. Our main conclusions are: 


e We recognise the extreme pressure faced by the Ministry of Agriculture, Fisheries and 
Food and the Intervention Board, following the announcement on 20 March 1996, to 
identify and take appropriate action quickly. However we suspect that the high prices 
initially paid to abattoirs and renderers in the Over Thirty Month Scheme could have 
been reduced by more vigorous negotiation or the application of clawback arrangements. 


¢ The Ministry regards the selective cull and computerised cattle traceability system as 
largely irrelevant to the eradication of BSE, although it accepts they were essential to 
the lifting of the export ban. The Ministry also considers that the absence of a 
traceability system in March 1996 had a limited impact on the costs incurred in 
responding to the crisis. A traceability system can however be of great benefit if a threat 
to animal health appears, and might have increased the options available at the start of 
the crisis in devising and implementing slaughter programmes and restoring confidence 
in British beef. 


¢ The Board has not yet put a value on the amount at risk from fraud or irregularity. In 
one case, involving £1.3 million, the Company is in liquidation and recovery is unlikely. 
The fact that the number of cases of detected irregularity is very small by comparison 
with the scale of activity under the BSE schemes must not lead to delay by the Board in 
pursuing such cases promptly and robustly. 


¢ The cost to the taxpayer from the BSE crisis is already high. There will be additional 
burdens on the taxpayer and further delay in reimbursements from the European Union, 
unless the negotiations and the terms of contracts for incineration capacity lead both to 
timely disposal of meat and bone meal and best value for money. 


7. Our more specific conclusions and recommendations are set out below: 
On the prices paid to participants in the Over-Thirty-Month Scheme 


(i) The initial prices paid to abattoirs at the start of the Over Thirty Month Scheme, £87.50 
for each animal slaughtered, contained a large element of incentive to participate. 
Whether such an incentive was necessary is unclear: there was a dramatic loss of work 
for the abattoirs following the bans on exports and on animals over 30 months, and 
there was overcapacity in the sector so that not all abattoirs were needed to operate the 
scheme. We believe the Board could have backdated to June 1996 the decreased 
payment of £41 for slaughtering an animal. If that had been done, it could have saved 
the taxpayer £7 million on this scheme (paragraph 23). 





°C&AG’s Report, paras 24-25 


(ii) 


(iii) 


(iv) 


(v) 


(vi) 
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There was insufficient capacity in the rendering industry to deal with the quantities of 
cattle eligible for the scheme, and the limited number of rendering companies were in 
a dominant position. Fees to renderers ranged from £105 per tonne at the start of the 
scheme to an average of some £82 per tonne in January 1998 as a result of competitive 
tendering. As well as these fees, the renderers benefited from a temporary support 
scheme for the industry. In all these circumstances, the Board did not dispute the 
likelihood of some excess profits. The Board should seek to identify the extent of any 
overcompensation and to take this into account in any negotiations for future work 


(paragraph 24). 


The Over Thirty Month Scheme was unprecedented and involved a level and type of 
operation not previously undertaken. The Ministry and the Board therefore lacked 
basic information about issues such as the number of cattle likely to enter the scheme; 
or the appropriate prices to pay for slaughtering and rendering of cattle. In such 
circumstances, and with significant funds available for dealing with the crisis, the 
departments may have been at risk of exploitation. We expect the Ministry and the 
Board to ascertain the financial impact of the schemes on the various elements of the 


industry (paragraph 25). 


In estimating the likely speed with which a computer system could be introduced for 
the administration of the Over Thirty Month Scheme, the Board envisaged a much 
simpler scheme than in practice was developed. The absence of a comprehensive 
system until August 1997 affected the quality of information available for claimants 
and the European Union and so led to delay in recovery of advance payments and to 
doubts about the accuracy of payments made (paragraph 26). 


The Board was unable to link data on the cattle for which advance payments of £13 
million were made in July 1996 with data on those eventually presented into the 
scheme. The Board was aware of that difficulty at the time advances were made. It 
is therefore unsatisfactory that the Board did not have in place better arrangements for 
recovery of these debts and that over two years later some £1 million was still 
outstanding. We expect the Board to complete its recovery as quickly as possible 


(paragraph 27). 


Equally unsatisfactory is the position with the Board’s comparison of amounts of 
compensation paid under the manual system with what would have paid had a 
computer system been available at the start. This comparison shows inconsistencies 
representing possible net overpayments of some £4.77 million, mostly via abattoirs. 
We expect the Board to have completed its investigations of these by its target date of 
31 March 1999 and, where errors are confirmed, to seek immediate recovery or make 
supplementary payments (paragraph 28). 


On the implementation of the cattle traceability system and selective cull 


(vii) 


(viii) 


We welcome the fact that the ban on export of beef and beef products from the United 
Kingdom is on the way to being lifted in certain cases. We expect the Ministry to 
ensure that its controls at slaughterhouses and operation of the new British Cattle 
Movement Service meet the requirements of the European Commission and make a 
full contribution to restoring and maintaining consumer confidence here and in other 
member states (paragraph 36). 


In view of the importance the European authorities attach to computerised traceability 
of cattle before exports can resume, it is surprising that the Ministry appeared to 
believe that the absence of such a system in Britain in March 1996 had a limited 
impact on the costs incurred. Apart from the potential for earlier lifting of the export 
ban and for increased consumer confidence, a cattle database might have provided 
better information and wider options for the United Kingdom in its responses at the 
start of the crisis (paragraph 37). 


Vill 
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On the incidence of error and detected irregularity 


(ix) 


(x) 


Out of 310 cases of allegations of impropriety from April 1996 to September 1998, 
investigations revealed only 64 cases where there was evidence to support the 
allegation or the likelihood that such evidence would be found. So far, the Board had 
completed only 3 prosecutions and recovered some £120,000. The Board gave 
assurances that it had appropriate controls and checks to identify irregularity, but was 
not able to estimate the amount at risk in 57 cases which were still under investigation. 
We wish to be informed of the outcome of these cases (paragraph 42). 


Of the three continuing cases where the Board could estimate the amount at risk, one 
case accounted for £1.3 million out ofa total of £1.32 million. This was on the Beef 
Stocks Transfer Scheme, which had applied only for certain stocks held on 
9 April 1996. Recovery of the amount at risk was unlikely because the company was 
in liquidation. Any delays in completing investigations increase the risk of failure to 
recover overpayments and can give an impression that irregularity is not treated with 
appropriate seriousness. We expect the Board to pursue all cases of fraud promptly 
and robustly (paragraph 43). 


On problems of incineration and reimbursement from the European Union 


(xi) 


(xii) 


(xiii) 


(xiv) 


(xv) 


The Board has not in our view proved itself a robust negotiator in setting fees for the 
Over Thirty Month Scheme. We expect to see evidence in due course that the Board 
has been much firmer in its negotiations for incineration capacity for meat and bone 
meal. The Board is advancing sums of money to Fibrogen Ltd in order to fund the 
conversion of an existing incineration plant. The other bidders with whom contract 
negotiations were continuing needed to build new incinerators. They did not ask for, 
and were not offered, an advance payment. The Board will need to reconcile the 
importance of reducing the stockpile of meat and bone meal with securing good value 
for money in the prices paid, and equity of treatment in its negotiations with 
contractors (paragraph 63). 


The Board is unable to obtain security for its advance funding to Fibrogen until the first 
half of the year 2000, after the company has repaid its existing bank loans. This seems 
at variance with previous undertakings by the Treasury to our predecessors about 
protection of taxpayers’ interests when making payments in advance. The Board will 
therefore need to demonstrate that the risks associated with the contract already in 
place with Fibrogen, and the absence of a clawback provision in the event of excess 
profits, have not led to avoidable costs to add to the already heavy burden on the 
taxpayer from the BSE crisis (paragraph 64). 


The Treasury gave its consent to the proposal, Ministers approved the contract in 
principle, and the Board decided to inform this Committee of the arrangements by way 
of aconfidential memorandum. This does not remove our concern that the Company’s 
inability to obtain commercial loans to fund its plant conversion appears to have 
resulted in the Board making a speculative investment without any prospect of profit 
sharing. In due course we would like to know whether progress in incineration has met 
the Board’s expectation that Fibrogen offered the best chance of early progress at a 
reasonable price (paragraph 65). 


Negotiations with other potential contractors were continuing. It is essential that 
additional capacity is brought on stream quickly in order to meet the Board’s targets 
for reductions in the stockpile of meat and bone meal; and to reduce the risk that 
particular contractors will be able to obtain undue advantage in future contractual 
negotiations (paragraph 66). 


The Board is now confident of its ability to substantiate fully the claims it has made 
to the European Commission for reimbursement of compensation payments under the 
Over Thirty Month Scheme. However, it has taken until late 1998 to reach that 
position on payments made between the start of the scheme and the European 
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accounting period ended October 1997. The Board will need to ensure that it 
encounters no similar problems with substantiation of claims for the remaining life of 
the scheme (paragraph 67). 


(xvi) The taxpayer will continue to bear the cost of storage of meat and bone meal. In 
addition, 20 per cent of the European Union’s contribution towards the cost of the 
scheme is dependent on the incineration of such stocks. The amount outstanding for 
this reason at December 1998 was some £122 million. The Board will need to 
maintain its efforts to obtain appropriate incineration capacity, and to start making 
claims for rermbursement as soon as progress is made in destruction of the stockpile 
of meat and bone meal (paragraph 68). 


(xvii) Changes to the Over Thirty Month Scheme are dependent on scientific advice on the 
protection of public health, on the European Union, and on the implications for the 
industry. But a further fifteen years of the scheme, the slaughter of another 4 million 
animals, and the continuing cost to the taxpayer are daunting prospects. We expect the 
Ministry to be alert to the possibility of reducing the level of expenditure on the 
scheme, for example by phasing the scheme out or reducing the value of payments, 
should the opportunity to do so arise over the course of the next fifteen years. We 
recognise that this will be possible only if scientific advice and European Union 
requirements permit (paragraph 69). 


PRICES PAID TO PARTICIPANTS IN THE OVER-THIRTY-MONTH SCHEME 


8. The Ministry and the Board faced considerable difficulties, with the beef industry in 
disarray following the announcement on 20 March 1996 about the possible link between BSE 
and CJD. Confirmed cases of BSE are rare in cattle below the age of 30 months. Scientific 
advice in March 1996 was that carcasses from cattle aged over 30 months should be deboned 
and specific parts be kept out of the food chain. In view of the lack of sufficient licensed 
deboning capacity, on 3 April 1996 the Ministry banned the sale for human consumption of such 
cattle. Prior to the ban, farmers would normally have sold each year some 750,000 dairy and 
suckler cows which had reached the end of their economically productive lives. Slaughtering, 
processing and rendering sectors of the industry were heavily dependent on this trade. The Over 
Thirty Month Scheme was introduced as part of the Ministry’s objectives of protecting the 
public, restoring consumer confidence and supporting the beef industry. It enabled the 
Intervention Board to purchase and destroy eligible bovine animals that are over thirty months 
of age. The Scheme provides support payments to farmers for animals slaughtered, and involves 
payments for the slaughter, rendering and incineration of the animals, as well as the haulage and 
storage costs of the resulting material at each stage. The Scheme was set up very quickly, the 
first animals being slaughtered in early May 1996.’ 


Fees to slaughterers 


9. At the outset of the scheme, the Board paid abattoirs a temporary fee of £87.50 for each 
animal slaughtered. This compared with the price of £129 initially sought by abattoir 
representatives. The basic fee was reduced to £41 on 26 August 1996 after an examination of 
the abattoirs’ costs. At the same time, additional supplements were agreed for expenses such 
as weekend working. The average slaughter fee was further reduced to £25 an animal in July 
1997, following a competitive tendering exercise.® 


10. We pressed the Board on whether the original slaughter fee of £87.50 was, with hindsight, 
rather high. The Board agreed that it contained a large incentive to the abattoirs to participate 
in the Scheme. The Board explained that it was extremely difficult in May 1996 to establish the 
proper price for a slaughtering service of this nature. Prior to the crisis, a large proportion of 
abattoirs’ costs had been met from the offals from the carcasses. These products could no longer 
be marketed. Slaughterhouses also had to do a large amount of additional work in operating the 


7C&AG’s Report, paras 1.6—1.7, 2.3-2.6 
Sibid, paras 2.22-2.27 
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Scheme, which had to be taken into account in the prices paid. Setting the initial fee, with no 
information about the running costs of the operation, was a process of negotiation. The price 
agreed initially was two thirds of that asked for by the industry. Since the price paid at the start 
was a “ranging shot”, the Board had made it subject to an open book examination of the 
industry’s costs. The Board felt that it did not have many other options at that stage, given the 
urgency of setting the scheme in place. In its view the price paid was inevitable and a necessary 
operating cost. 


11. The Board told us that it had expected the price review based on the open book 
examination of the industry’s costs to have taken place once the scheme had been running for 
about six weeks at the initial fee of £87.50. In the event, the Board agreed with its consultants 
that it was sensible to look at two months’ figures and the fee was reduced in August and not in 
June 1996 as expected.” 


12. We asked the Board why it had not backdated the decrease in price to £41 to June 1996, 
which would have saved £7 million, thus recovering some of the overpayment to abattoirs as 
pressed by the Treasury. The Board had considered this at the time, but it needed to maintain 
the goodwill of the abattoirs. As an example, the Northern Ireland slaughterers withdrew their 
co-operation from the scheme when the fee of £41 was introduced, though they were persuaded 
to resume work within a few days. The Board was negotiating prices at a time when it faced the 
biggest crisis of the scheme, in autumn 1996. A major backlog of animals was building up 
which had to enter the Scheme before winter. It concluded that to attempt to claw-back a 
significant part of the previous fee rates at that point would have had a major disincentive effect. 
However, the fee had been set lower than it might otherwise have been and so contained an 
element of recovery. The Board confirmed that it had been in a weak negotiating position in that 
period. Despite evidence from an examination of the books of abattoirs and slaughterhouses 
being a condition of payment, the best the Board had felt able to do was to set the slaughter fee 
at the lower end of the range of costs identified by consultants. This approach was agreed by 
the Treasury.’ 


13. In view of the high price, we asked about the overcapacity in the abattoir industry and the 
selection of abattoirs and the weight placed on advice from trade associations. The Board had 
no direct experience of contracting for the slaughter of cattle. It consulted the associations and 
put a great deal of weight on their advice. It explored the links between slaughterhouses and 
renderers, and techniques for rendering whole carcasses, which was previously an unknown 
practice. It took representations from associations who were not selected to participate in the 
scheme as well as those who were.” 


14. It seemed that the Ministry and the Board had been in danger of being exploited by the 
abattoirs and renderers. The Ministry said that its objective was to maintain and support 
essential components of the beef chain, consisting of farmers, slaughterhouses and renderers, 
but the schemes were not designed to compensate for losses. They thought that some people in 
some sectors of the beef industry lost money, but that there might also have been some who 
made money. The Board said that those slaughterers who were involved in the Over Thirty 
Month Scheme did well.’ 


15. We asked why the Ministry had not previously examined the costs of abattoirs and 
renderers, and did not have sufficient information to know, for example, an appropriate price for 
slaughtering or the capabilities of abattoirs and renderers. The Ministry considered there was 
no reason for it to have that degree of detailed knowledge of an industry or the economics of 
slaughtering animals. The Over Thirty Month Scheme was unprecedented. However, it was 
widely known that the slaughter industry had been in a difficult position for a number of years." 





"Qs 18-20, 24,173-178, 180-182 
Qs 59, 183-185 

588 16, 42, 85, 101-105, 125-126 
Qs 12-13, 166-171 

'3Q5 18, 23, 83-84 

405 24-26, 43 
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16. On the calculations of numbers of cattle awaiting entry to the scheme, it had been in the 
economic interest of those concerned to claim the backlog would be very large in the hope that 
Government would, for example, come forward with further subsidy schemes. The Ministry 
found that, while 328,000 animals had been registered in late October 1996 as being ready for 
immediate slaughter, by the end of that year when the backlog was cleared 182,000 of those had 
not actually been presented. This had confirmed the Ministry’s suspicion that the backlog was 
a lot less than had been claimed." 


Fees to renderers 


17. Prior to the crisis, rendered products from cattle had been a profitable source of income. 
After March 1996, the Government were concerned that renderers might seek to compensate for 
their lost markets by increasing their charges to suppliers of other products and that this could 
have added to the financial difficulties of slaughterhouses. Therefore the Ministry devised 
temporary Rendering Industry Support Schemes for 1996-97 and 1997—98 amounting in total 
to some £156 million.'® For the Over Thirty Month Scheme, there was insufficient capacity in 
the rendering industry to deal with the numbers of animals entering the scheme and the quantity 
of material to be processed. This made the Board reliant on renderers and in a weak position in 
the negotiation of fees. At the start of the Scheme, the Board negotiated an initial fee of £105 
per tonne with renderers, subject to an open book examination of their costs. Following this 
examination, a range of fees was adopted in October 1996 with higher prices being agreed for 
higher throughput. In the event all renderers reached the highest levels of throughput, and 
therefore continued to be paid £105 a tonne. In January 1998, as a result of competitive 
tendering, contracts were let to five rendering plants at an average price of £82 to £83 a tonne.’ 


18. We asked the Board why there were no competitive tenderers before January 1998, 
bearing in mind the speculation amongst farmers that renderers were doing well out of the crisis. 
For the Over Thirty Month Scheme, the renderers negotiated with the Board through their 
rendering association. The Board told them that it wished to have a truly competitive tender and 
finally placed contracts in 1998 following competition. In order to reduce the risk of material 
from the scheme entering the food chain, the Board had to ensure that, before accepting cattle 
into the scheme, it had secured the ability to render them within 24 hours of slaughter. We asked 
whether these factors, particularly with money available for responding to the crisis, could have 
led to the likelihood of some excess profits. The Board said there were a very limited number 
of rendering companies and some had a dominant position in the industry." 


Compensation for animals entering the scheme 


19. The compensation paid to farmers is determined and part-funded by the European Union. 
Initially this was set at one ECU per kilogram for animals presented liveweight through auction 
markets. Abattoirs had facilities only to weigh animals deadweight, after slaughter and partial 
processing. The European Union therefore set a ratio of deadweight to liveweight of 2:1. This 
meant payment rates for animals presented via abattoirs were 2 ECUs per kilogram. The ratio 
was reasonably accurate for dairy cows, but was too generous for beef animals. The ratio was 
reduced to 1.7:1 for beef animals from 5 August 1996, by which time the cost of the higher rate 
payable had amounted to some £15 million.'? We asked the Ministry how this miscalculation 
had occurred and why it took 3 months for it to be corrected. The Ministry said that when it 
discovered what was happening, it pressed the Commission to reduce the ratio to 1.7:1. The 
European Commission were reluctant to do so because of the terms of the European Council 
conclusions on 3 April 1996, and it was three months before the change was approved.” 
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20. Initially, the Board had hoped to implement a comprehensive computer system by 
May 1996 to satisfy European Union accounting requirements and to capture data for each 
animal for which compensation was claimed. However, an interim system for payment data only 
was installed, and a full system did not become operational until August 1997.7! We asked the 
Board why it had taken them 14 months longer than envisaged to implement a computer system 
for the Scheme and what this delay had cost the taxpayer. The Board’s initial ideas had been 
based on a scheme involving only liveweight cattle, in which case it thought a database could 
be constructed in a couple of months. In the event, the scheme developed along different lines, 
and it took until well into 1997 to develop and implement a computer system. The Board said 
there was virtually no cost attached to the delay, although the quality of information available 
for the industry and for the European Commission was affected.” 


21. The rate at which animals could be accepted into the Scheme was limited by the available 
rendering capacity. The delays faced by farmers led to concern that some would be induced to 
sell their animals at low prices to dealers or others who could afford to hold them for entry to 
the scheme at a later date or who were able to obtain preferential treatment from abattoirs for 
immediate entry. Therefore farmers were invited to apply for advance payments of £300 an 
animal. This was subject to a condition that advances would be recovered from payments made 
via abattoirs when animals were presented for slaughter. In July 1996 the Board paid out £13 
million to some 4,700 farmers claiming this advance. The arrangements applied for one month 
only.”* By September 1998 some £1.1 million of these advance payments was still outstanding.” 
We asked why the Board had not recovered these advances and whether its systems were at 
fault. The Board said it had known that it would have no means of linking the cattle on which 
advance payments were made with those eventually coming through abattoirs, and 
acknowledged the resulting difficulty of recovering amounts paid. It nevertheless intended to 
continue the process of recovery, including court proceedings where necessary.”° 


Calculation errors 


22. The National Audit Office examined a statistical sample of 97 payments in the Over Thirty 
Month Scheme covering the 1996-97 financial year. It found 47 payment calculation errors in 
26 of these claims amounting to just over £17,000.*° We asked if the Board considered this 
level of errors were acceptable and what larger samples they had checked. The Board confirmed 
that it had not been happy with the level of error found. However, the value of errors was gross, 
and the £17,000 included both over and underpayments. In 1996-97 the claims submitted by 
abattoirs were very extensive, for example a claim could cover up to 1,000—1,500 animals. A 
reconciliation was under way to check compensation payments made under the largely manual 
system against the payments that would have been made had the computer system been in place 
at the start. The target date for completion of that work was 31 March 1999. By January 1999, 
the gross value of apparent errors was £6.5 million, representing a net overpayment of £4.77 
million out of total spending of £805 million. The Board expected this figure for overpayments 
to reduce as the reconciliations proceeded and as explanations for apparent inconsistencies were 
found. 80 per cent of the value of errors related to payments via abattoirs. The Board would 
seek recovery or make supplementary payments, as appropriate.”’ 


Conclusions 


23. The initial prices paid to abattoirs at the start of the Over Thirty Month Scheme, £87.50 
for each animal slaughtered, contained a large element of incentive to participate. Whether such 
an incentive was necessary is unclear: there was a dramatic loss of work for the abattoirs 
following the bans on exports and on animals over 30 months, and there was overcapacity in the 
sector so that not all abattoirs were needed to operate the scheme. We believe the Board could 
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have backdated to June 1996 the decreased payment of £41 for slaughtering an animal. If that 
had been done, it could have saved the taxpayer £7 million on this scheme. 


24. There was insufficient capacity in the rendering industry to deal with the quantities of 
cattle eligible for the scheme, and the limited number of rendering companies were in a 
dominant position. Fees to renderers ranged from £105 per tonne at the start of the scheme to 
an average of some £82 per tonne in January 1998 as a result of competitive tendering. As well 
as these fees, the renderers benefited from a temporary support scheme for the industry. In all 
these circumstances, the Board did not dispute the likelihood of some excess profits. The Board 
should seek to identify the extent of any overcompensation and to take this into account in any 
negotiations for future work. 


25. The Over Thirty Month Scheme was unprecedented and involved a level and type of 
operation not previously undertaken. The Ministry and the Board therefore lacked basic 
information about issues such as the number of cattle likely to enter the scheme; or the 
appropriate prices to pay for slaughtering and rendering of cattle. In such circumstances, and 
with significant funds available for dealing with the crisis, the departments may have been at risk 
of exploitation. We expect the Ministry and the Board to ascertain the financial impact of the 
schemes on the various elements of the industry. 


26. In estimating the likely speed with which a computer system could be introduced for the 
administration of the Over Thirty Month Scheme, the Board envisaged a much simpler scheme 
than in practice was developed. The absence of a comprehensive system until August 1997 
affected the quality of information available for claimants and the European Union and so led 
to delay in recovery of advance payments and to doubts about the accuracy of payments made. 


27. The Board was unable to link data on the cattle for which advance payments of 
£13 million were made in July 1996 with data on those eventually presented into the scheme. 
The Board was aware of that difficulty at the time advances were made. It is therefore 
unsatisfactory that the Board did not have in place better arrangements for recovery of these 
debts and that over two years later some £1 million was still outstanding. We expect the Board 
to complete its recovery as quickly as possible. 


28. Equally unsatisfactory is the position with the Board’s comparison of amounts of 
compensation paid under the manual system with what it would have paid had a computer 
system been available at the start. This comparison shows inconsistencies representing possible 
net overpayments of some £4.77 million, mostly via abattoirs. We expect the Board to have 
completed its investigations of these by its target date of 31 March 1999 and, where errors are 
confirmed, to seek immediate recovery or make supplementary payments. 


IMPLEMENTATION OF THE CATTLE TRACEABILITY SYSTEM AND SELECTIVE CULL 


29. A framework for lifting the export ban was agreed at the European Council meeting in 
Florence on 21 June 1996. There were five preconditions of which two related to: 


¢ the introduction of an effective animal identification and movement recording system; 
and 


¢ the implementation of a selective slaughter programme to reduce more quickly the 
incidence of BSE.”® 


Exports 
30. The Ministry drew up proposals for an Export Certified Herd Scheme in 1996. The 
scheme relates to herds which have had no association with BSE for eight years. In 1997 the 


European authorities agreed that the proposals should proceed on the basis of computerised 
traceability and hence it would be of initial benefit only to Northern Ireland. After further 
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discussion and examination, the European Union agreed that exports from there could restart on 
1 June 1998. A Date-based Export Scheme that would apply throughout the United Kingdom 
was proposed in late 1997. This would allow the export of meat and meat products from certain 
cattle born after 1 August 1996. The European authorities agreed the Scheme in November 1998. 
It too was subject to requirements for traceability and identification of animals, but also to a cull 
of offspring from cows infected with BSE.” 


31. We asked the Ministry what it needed to do before exports could recommence. We were 
told that exports of cattle under 30 months of age would take place under the Date-Based Export 
Scheme. Before the Scheme could start, the United Kingdom needed to complete the cull of 
animals born to mothers who have developed BSE; satisfy a further inspection of the systems 
in place by the European Commission; and put in place the appropriate controls on the 
slaughterhouses that would be dealing with animals covered by the Date-Based Export Scheme. 
The Ministry estimated that exports under the scheme might start in late Spring 1999.*° 


Cattle Traceability 


32. A system for tracing animals allows for remedial or preventative action to be taken more 
swiftly and effectively if a threat to animal health appears. Such systems are expensive to 
establish and run. They rely on the ability to identify individual animals. The Agriculture Select 
Committee in 1990 recommended that a scheme for identifying and tracing all cattle be 
implemented and in 1994—95 further recommended reviews of the costs and means of funding 
a national cattle database. In July 1996 the Ministry introduced a cattle passport system and 
from July 1996 to May 1997 commissioned a feasibility study; submitted a business case to 
Treasury; consulted widely with the industry; and produced proposals for a cattle traceability 
system based on the cattle passport system.*! The resulting British Cattle Movement Service 
became fully operational from 28 September 1998. It issues cattle passports for all newborn or 
imported cattle from that date and records all the subsequent movements of those cattle.” 


33. We asked the Ministry why it had not implemented a cattle traceability system earlier, in 
view of the cost that had arisen for the country and the damage done to the farming industry. 
The Ministry had thought it important to ensure that anything it did would be compatible with 
the proposals on cattle traceability which the European Union were developing prior to 1996. 
In the Ministry’s view, the cost that would have been saved by having computerised traceability 
was a very small proportion of the total costs of responding to the crisis. Savings would in the 
main have been in staff time for tracing animals, for example in the selective cull. It was not self 
evident that such a system was needed, since traceability would not have dealt with the bulk of 
the problems in respect of BSE.” 


Selective Cull 


34. The Selective Cull was designed to identify and slaughter those animals most at risk of 
contracting BSE, defined as those from the same “cohort”, born in the same season and within 
the same herds as confirmed BSE cases born between the period 1 July 1989 to 30 June 1993. 
The cull was voluntary for animals born in the period | July 1989 to 14 October 1990, because 
farmers had not been required to maintain birth records before 15 October 1990. The cull was 
compulsory for animals at risk from later periods up to June 1993. The Ministry initially devised 
the cohort years rigidly as running from July to June rather than six months either side of the 
birth of a BSE case. This definition was corrected four months after the Scheme had begun.** 
We asked the Ministry if the way that membership of a cohort was defined had been illogical 
and if inspection of farms ought to have started again because animals eligible for the cull might 
have been missed. The Ministry acknowledged that the original definition had been improved 
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but said that the change in criteria would have made little difference. It considered that the cull 
was poor value for money in terms of reducing the incidence of BSE.*® 


35. We were concerned about whether the Ministry had lived up to its commitment to a 
selective slaughter programme to reduce the incidence of BSE, which was one of the 
preconditions for lifting the export ban, especially given the voluntary nature of part of the 
Selective Cull. The Ministry stated that it had administered the Scheme effectively and that as 
far as it was aware, other member states and the European Commission were content that the 
Ministry had implemented a cull which was almost completed. When the decision was made 
in December 1996 to go ahead with the Selective Cull, it was with full commitment on the part 
of the Ministry. On the question of the voluntary part of the cull, which related to 1989-90, the 
average incubation period for BSE was about five years, so that by late 1996 the majority of 
cases of BSE in animals from cohort herds would already have occurred and by now almost all 
such cases would have occurred.*° 


Conclusions 


36. We welcome the fact that the ban on export of beef and beef products from the United 
Kingdom is on the way to being lifted in certain cases. We expect the Ministry to ensure that 
its controls at slaughterhouses and operation of the new British Cattle Movement Service meet 
the requirements of the European Commission and make a full contribution to restoring and 
maintaining consumer confidence here and in other member states. 


37. In view of the importance the European authorities attach to computerised traceability of 
cattle before exports can resume, it is surprising that the Ministry appeared to believe that the 
absence of such a system in Britain in March 1996 had a limited impact on the costs incurred. 
Apart from the potential for earlier lifting of the export ban and for increased consumer 
confidence, a cattle database might have provided better information and wider options for the 
United Kingdom in its responses at the start of the crisis. 


THE INCIDENCE OF ERROR AND DETECTED IRREGULARITY 


38. From April 1996 to September 1998, 310 cases of allegations of impropriety had been 
passed to the Board’s Anti-Fraud Unit. Initial enquiries had indicated in 137 of these that there 
was no irregularity or that errors were unintentional. In 109 cases, further investigations 
revealed either no evidence to support the allegation or that there was little likelihood that 
evidence would be found. Of the remaining 64 cases that were subject to further investigation, 
there had been 3 completed prosecutions and 7 which were going to trial. It was not always 
possible to identify the value of cases until investigations were completed. By November 1998 
the Board had recovered about £120,000. Some cases involved the Beef Stocks Transfer 
Scheme which operated only for certain stocks held by abattoirs and others on 9 April 1996. 
One case amounted to £1.3 million.*’ 


39. The number of cases seemed to us remarkably small given the scale of the operation and 
the amount of money involved. The Board did not consider that there was a great deal of scope 
for irregularity when an animal entered the Over Thirty Month Scheme, given its age and that 
it had a particular identifying number attached to it. The high risk areas were in the 
slaughterhouses and rendering establishments, as had always been recognised, so the Board had 
an extremely tight control at such locations, on 100 per cent of throughput. In addition, more 
than 10 per cent of its staff were engaged in a range of control activities, as distinct from the 
desk checks of claims.**® 


40. The Board had no estimate of the overall level of fraud. In three continuing investigations 
it had estimated that the sums at risk were in the region of £1.324 million. Of those, one case 
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alone accounted for £1.3 million and the company involved was in liquidation. Another 57 
cases on a range of schemes were still under investigation, but the Board did not yet think it 
possible to estimate the amount at risk. Experience showed that in some cases there was no loss 
of public funds or the loss was minimal.” 


41. We were interested in the sources of allegations of irregularity; for example whether there 
were mechanisms or systems that would identify the falsification of documents or would have 
found the case where £1.3 million was at risk. The Board said it had system checks in place and 
its verification of claims was capable of finding mis-description, such as applied to the case 
involving £1.3 million on the Beef Stocks Transfer Scheme.” 


Conclusion 


42. Out of 310 cases of allegations of impropriety from April 1996 to September 1998, 
investigations revealed only 64 cases where there was evidence to support the allegation or the 
likelihood that such evidence would be found. So far, the Board had completed only 3 
prosecutions and recovered some £120,000. The Board gave assurances that it had appropriate 
controls and checks to identify irregularity, but was not able to estimate the amount at risk in 57 
cases which were still under investigation. We wish to be informed of the outcome of these 
cases. 


43. Of the three continuing cases where the Board could estimate the amount at risk, one case 
accounted for £1.3 million out of a total of £1.32 million. This was on the Beef Stocks Transfer 
Scheme, which had applied only for certain stocks held on 9 April 1996. Recovery of the 
amount at risk was unlikely because the company was in liquidation. Any delays in completing 
investigations increase the risk of failure to recover overpayments and can give an impression 
that irregularity is not treated with appropriate seriousness. We expect the Board to pursue all 
cases of fraud promptly and robustly. 


PROBLEMS OF INCINERATION AND REIMBURSEMENT FROM THE EUROPEAN UNION 
Rate of disposal 


44. The Intervention Board faces significant problems over the disposal of meat and bone 
meal.*! With the incineration capacity currently available in the United Kingdom, the stocks of 
meat and bone meal could reach 640,000 tonnes by the end of 2002-03. These arise mostly 
from the Over Thirty Month Scheme. At current rates it would cost in excess of £13 million a 
year to store that quantity and there was substantial public opposition to the establishment of 
new storage facilities for meat and bone meal. The European Commission had taken a keen 
interest in the Board’s plan to increase significantly the rate of disposal of stocks.” 


45. We asked the Board about the cost of storage and how quickly it would be able to reduce 
the stockpile of meat and bone meal of 350,000 tonnes. The Board estimated that storage of 
meat and bone meal was costing about £7 million a year. It believed that if it could get new 
contracts for incineration let quickly and if contractors could convert their plants or complete 
their new facilities, the Board would be able to dispose of the existing stock and additions to it 
by the year 2003. On this basis, the Board envisaged incinerating 200,000 tonnes a year.*? 


46. We asked if it had taken into account any difficulties contractors may have in gaining 
planning permission, recognising the public concern that there may be about burning meat and 
bone meal. The Board said all the timescales were subject to some further delay from the 
necessary planning process, but in two of the cases, one was a renderer and one was a company 
already doing incineration on a well known site. They thought it unlikely that the planning 
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constraints would be major, but they could not predict whether there were going to be 
difficulties. We asked about the relative time advantages of conversion of existing plant against 
new build plants. Bidders who were to build new plants would take approximately two years 
to do so; the company proposing plant conversion would take nine months from the date of 
contract. 


Contractual arrangements for additional capacity 


47. By 1998, the Board had one contract with a high temperature waste incinerator to burn up 
to 45,000 tonnes of meat and bone meal. Exploration of the scope for burning such material in 
coal-fired power stations had been suspended, as had been attempts to obtain integrated tenders 
for slaughter, rendering, incineration and disposal services.*” There had then been an invitation 
to eight companies with a track record in combustion or in handling meat and bone meal to 
submit costed proposals for large scale incineration. Six companies had proposed new build 
facilities and only Fibrogen Ltd proposed the conversion of an existing plant. The Board had 
evaluated all seven proposals against criteria for energy recovery, technology, early 
deliverability, high volumes and reasonable costs. By October 1998, it had awarded a contract 
to Fibrogen and was continuing negotiations with three other companies. Of the other three 
proposals, two were rejected and one company withdrew.” 


48. We asked whether all bidders had been given the opportunity to tender on similar terms. 
Each bidder had been invited to state its terms, including costed proposals for a price per tonne 
for incineration of meat and bone meal for the purposes of comparison. In the Board’s view 
bidders had thus been treated exactly alike and the contract with Fibrogen had been let on the 
basis of competitive tender. None of the bidders had been specifically offered the opportunity 
of an advance payment, although two, including Fibrogen, had indicated they would require this. 
One of these had not met the Board’s evaluation criteria and was one of the bids rejected. Other 
companies had sought certain assurances, such as the underwriting of planning costs, but the 
Board had largely negotiated these requests away. Other bidders had not been aware that an 
advance payment was negotiated with Fibrogen.*” 


49. The contract with Fibrogen is for incineration of at least 255,000 tonnes of meat and 
bonemeal over a three year period. Commissioning was expected in Spring 1999 and, subject 
to necessary consents, full operation would start in late Summer 1999. The Treasury had been 
kept fully in the picture on the progress of the tender. While the Treasury had acknowledged 
that there was a risk that expenditure might become nugatory if advance payments were made 
to Fibrogen and the project subsequently failed, they had been content for the contract to proceed 
on the terms proposed. These advances cannot be secured until some 6 to 12 months after 
Fibrogen has started burning meat and bone meal.*® The Board had reviewed the risk against the 
need to secure a disposal route which offered the best chance of meeting planning and other 
requirements in the least timescale and at a realistic price.” Ministers had given their agreement 
to the broad contract terms.*° 


50. We asked why the taxpayer had been put in such a vulnerable position with an unsecured 
advance. The Board acknowledged that it was in an exposed position but took the view that 
there were few alternatives. The advantage was that the Fibrogen contract involved conversion 
of an existing plant rather than a new build. The Board had felt it necessary to get the 
incineration programme moving and had been prepared to make advance payment against 
conversion of the plant.*’ 
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51. We asked why the Board was taking risks that banks would not take. Fibrogen started 
burning poultry litter in 1993 in a new plant funded by a consortium of banks. Its repayment of 
bank loans and interest was due by late 1999. This consortium of banks had refused to re- 
schedule the repayments to allow the company to finance the conversion of the plant to burn 
meat and bone meal, even with the prospect of a substantial Government contract. However, 
the company had since secured an offer by a single bank to finance the original loan. The 
Board’s approval was required for that to proceed.” 


52. We asked about the absence of security for advances paid, for example by a first charge 
on the assets of the company, and Treasury approval of the arrangements. During contract 
negotiations, the Board sought to obtain security for advances made. However, the banks which 
funded the original plant and refused to allow rescheduling of repayments by Fibrogen, also 
refused to allow even a second charge against the company’s assets before the banks’ loans were 
due to be repaid.* 


53. The Board confirmed that where advance payments are made by Government 
Departments, Treasury approval is required and adequate protection of taxpayers’ money must 
be obtained. The Board recognised that the security arrangements are unusual and did not match 
exactly the undertakings given by the Treasury in the Government’s reply to the previous 
Committee’s 13" Report of 1990-91. With Treasury agreement, the Board negotiated with 
Fibrogen what it regarded as the best deal possible. The safeguards involved: 


e Payment of advances to be made only against actual delivery of equipment and services 
as certified by an independent consulting engineer appointed by both parties to act as a 
joint representative; 


e Security via a debenture or charge on the company’s assets. The debenture was held in 
escrow and will come into force once Fibrogen has repaid its bank loans. There is, 
however, an existing creditor owed £1.5 million who would rank first. The taxpayer is 
likely to gain security on the advance during the first half of the year 2000; 


e A financial incentive for Fibrogen to provide security within 6 months of the start of 
service delivery. Failure to do so would result in a reduction in the fees payable to 
Fibrogen for each tonne of material to be incinerated; 


° Recovery of the advance to be made via reductions tn the fee payable once incineration 
starts; the fees will be paid monthly in arrears. Recovery should be achieved over a 


period of three years during which Fibrogen will incinerate meat and bone meal.” 


54. We pressed the Board further on some details of the advance payments and their benefit 
to Fibrogen. The Board confirmed that the arrangements imply that once Fibrogen has paid off 
its debt to the banks it will be well funded and that if the Company completes its contract it will 
have had 3 years of successful trading funded by the taxpayer. The advance was interest free. 
However, the Board had driven down the fees payable to Fibrogen. It calculated that adjusting 
the fee to take account of the cost of the advance payment, it would still be cheaper than the fee 
rate being offered by the other companies. Moreover, the earlier start to incineration would 
result in savings for the taxpayer in storage fees for meat and bonemeal and bringing forward 
of reimbursement from the European Union.* 


55. We asked how far the Board was at a disadvantage with Fibrogen as compared with other 
contractors. The Board said it could walk away from any of the contractors but the result would 
be that the meat and bone meal stockpile would increase. The Board was under pressure to 
come forward with a disposal plan, but the pressure did not compare with mid 1996 when new 
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schemes were being introduced.”° 


56. We asked if it were critical to bring on the incineration capacity of other contractors, in 
order to avoid Fibrogen having a monopoly position. The Board did not think that there were 
a major risk of the company being in that position for long. Fibrogen had been awarded a 
contract ahead of any of the other proposals because of a combination of an early start, high 
volumes of material and price.*’ 


57. Fibrogen’s contract was for 255,000 tonnes of meat and bone meal, around 40 per cent of 
the amount likely to be produced as a consequence of the Over Thirty Month and selective cull 
schemes. It was open to the Board to add a fourth year to the Fibrogen contract. The Board 
acknowledged that there was no opportunity for recovery if there were excess profits.” 


Reimbursements from the European Union 


58. The reimbursements due from the European Union for the Over Thirty Month Scheme are 
dependent on the destruction of each animal, which the European authorities interpret as 
requiring incineration. The Ministry negotiated an agreement that 80 per cent of the European 
contribution be paid after the animal has been rendered. There are practical problems with 
reconciling the quantity of rendered material with the numbers of animals slaughtered. As a 
result the Board had not been able to substantiate the number of carcasses on which to base 
claims for payment for 1996 and 1997 and had taken a conservative view in claiming the 80 per 
cent contribution from the European Union.” 


59. We asked the Board how much money from the 80 per cent contribution due to the United 
Kingdom from Europe was still outstanding because the Board could not substantiate fully the 
amounts eligible for reimbursement. The Board had recently submitted a claim for £30 million 
in respect of amounts outstanding from the European accounting periods ending October 1996 
and October 1997. It was now able to substantiate that claim fully because it had completed an 
exercise on its cattle data and was confident there were no duplicate claims for animals 
anywhere in the system. The Board assured us that no money was now outstanding for this 
reason. It would not receive any interest on the late payment.© The final 20 per cent of the 
contribution from the European Union in respect of compensation, which is dependent on final 
destruction of animals slaughtered in the Over Thirty Month Scheme, amounted to some 
£122 million as at December 1998.°' 


Other issues 


60. The Over Thirty Month Scheme accounts for most of the currently forecast expenditure 
on BSE. The Ministry calculated that by February 1999 there could be over 4 million animals 
born before 1 August 1996 potentially eligible for the scheme. Farmers are not obliged to enter 
animals for the scheme but once an animal over thirty months old has reached the end of its 
useful life, for milking or breeding for example, farmers may not sell them for human 
consumption. Payments for the number of animals estimated by the Ministry could amount to 
£1.3 billion, excluding the cost of slaughter and disposal. Any changes in the Scheme must be 
approved by the European Union, and the implication for the industry and scientific advice are 
also key factors.” The lifting of the export ban relates only to certain cattle born after 1 August 
1996. 


61. In view of the estimates of numbers of cattle still eligible, we asked the Ministry when the 
Over Thirty Month Scheme would end. The Ministry did not envisage the scheme ending 
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completely until such time as the last animal born before 1 August 1996 was slaughtered or dies, 
which would be in perhaps 15 years time.™ 


62. We asked the Ministry about the numbers of cases of BSE now occurring. The Ministry 
was anticipating perhaps 3,000 cases of BSE in 1998; by the year 2000 there might be below 
1,000 cases; and in the following year hopefully very many fewer. Its view and that of 
independent observers was that BSE was on the way to eradication within a short timescale.” 


Conclusions 


63. The Board has not in our view proved itself a robust negotiator in setting fees for the Over 
Thirty Month Scheme. We expect to see evidence in due course that the Board has been much 
firmer in its negotiations for the incineration of meat and bone meal. The Board is advancing 
sums of money to Fibrogen Ltd in order to fund the conversion of an existing incineration plant. 
The other bidders with whom contract negotiations were continuing needed to build new 
incinerators. They did not ask for, and were not offered, an advance payment. The Board will 
need to reconcile the importance of reducing the stockpile of meat and bone meal with securing 
good value for money in the prices paid, and equity of treatment in its negotiations with 
contractors. 


64. The Board is unable to obtain security for its advance funding to Fibrogen until the first 
half of the year 2000, after the company has repaid its existing bank loans. This seems at 
variance with previous undertakings by the Treasury to our predecessors about protection of 
taxpayers’ interests when making payments in advance. The Board will therefore need to 
demonstrate that the risks associated with the contract already in place with Fibrogen; and the 
absence of a clawback provision in the event of excess profits, have not led to avoidable costs | 
to add to the already heavy burden on the taxpayer from the BSE crisis. 


65. The Treasury gave its consent to the proposal, Ministers approved the contract in principle, 
and the Board decided to inform this Committee of the arrangements by way of a confidential 
memorandum. This does not remove our concern that the Company’s inability to obtain 
commercial loans to fund its plant conversion appears to have resulted in the Board making a 
speculative investment without any prospect of profit sharing. In due course we would like to 
know whether progress in incineration has met the Board’s expectation that Fibrogen offered the 
best chance of early progress at a reasonable price. 


66. Negotiations with other potential contractors were continuing. It is essential that 
additional capacity is brought on stream quickly in order to meet the Board’s targets for 
reductions in the stockpile of meat and bone meal; and to reduce the risk that particular 
contractors will be able to obtain undue advantage in future contractual negotiations. 


67. The Board is now confident of its ability to substantiate fully the claims it has made to the 
European Commission for reimbursement of compensation payments under the Over Thirty 
Month Scheme. However, it has taken until late 1998 to reach that position on payments made 
between the start of the scheme and the European accounting period ended October 1997. The 
Board will need to ensure that it encounters no similar problems with substantiation of claims 
for the remaining life of the scheme. 


68. The taxpayer will continue to bear the cost of storage of meat and bone meal. In addition, 
20 per cent of the European Union’s contribution towards the cost of the scheme is dependent 
on the incineration of such stocks. The amount outstanding for this reason at December 1998 
was some £122 million. The Board will need to maintain its efforts to obtain appropriate 
incineration capacity, and to start making claims for reimbursement as soon as progress is made 
in destruction of the stockpile of meat and bone meal. 
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69. Changes to the Over Thirty Month Scheme are dependent on scientific advice on the 
protection of public health, on the European Union, and on the implications for the industry. But 
a further fifteen years of the scheme, the slaughter of another 4 million animals, and the 
continuing cost to the taxpayer are daunting prospects. We expect the Ministry to be alert to the 
possibility of reducing the level of expenditure on the scheme, for example by phasing the 
scheme out or reducing the value of payments, should the opportunity to do so arise over the 
course of the next fifteen years. We recognise that this will be possible only if scientific advice 
and European Union requirements permit. 


Xxli MINUTES OF PROCEEDINGS OF 
THE COMMITTEE OF PUBLIC ACCOUNTS 


PROCEEDINGS OF THE COMMITTEE 
RELATING TO THE REPORT 


SESSION 1998-99 
MONDAY 30 NOVEMBER 1998 


Members present: 


Mr Alan Campbell Mr Gerry Steinberg 
Mr Jan Davidson Mr Derek Twigg 
Mr Geraint Davies Mr Charles Wardle 
Mr Andrew Love Mr Alan Williams 
Mr Richard Page 


In the absence of the Chairman, Mr Alan Williams was called to the Chair. 

Mr R N Le Marechal, CB, Deputy Comptroller and Auditor General, was examined. 
The Committee deliberated. 

Mr Jamie Mortimer, Treasury Officer of Accounts, was examined. 


The Comptroller and Auditor General’s report on BSE: The Cost of a Crisis (HC 853) was 
considered. 


Mr Richard Packer, Permanent Secretary, the Ministry of Agriculture, Fisheries and Food, and 
Mr George Trevelyan, Chief Executive, the Intervention Board, were further examined (HC 49- 


i). 
[Adjourned until Wednesday 2 December 1998 at 12 noon. 


i i 3 


MONDAY 26 JULY 1999 


Members present: 


Mr David Davis in the Chair 
Mr David Curry Mr Richard Page 
Mr Geraint Davies Mr Gerry Steinberg 
Ms Maria Eagle Mr Charles Wardle 
Ms Jane Griffiths Mr Alan Williams 


Mr Andrew Love 


Sir John Bourn, KCB, Comptroller and Auditor General, was further examined. 
The Committee deliberated. 

* * K * * 
Draft Report (BSE: The Cost of a Crisis), proposed by the Chairman, brought up and read. 
Ordered, That the draft Report be read a second time, paragraph by paragraph. 
Paragraphs | to 6 read and agreed to. 


Paragraph 7 postponed. 


MINUTES OF PROCEEDINGS OF 
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Paragraphs 8 to 69 read and agreed to. 

Postponed paragraph 7 read and agreed to. 

Resolved, That the Report be the Thirty-fourth Report of the Committee to the House. 
Ordered, That the Chairman do make the Report to the House. 


Ordered, That the provisions of Standing Order No. 134 (Select Committees (Reports)) be 
applied to the Report. - 


* * * K * 


[Adjourned until Monday 1 November at half past Four o’clock. 
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MINUTES OF EVIDENCE 


TAKEN BEFORE THE COMMITTEE OF PUBLIC ACCOUNTS 


MONDAY 30 NOVEMBER 1998 


Members present: 


Mr Alan Campbell Mr Gerry Steinberg 
Mr Ian Davidson Mr Derek Twigg 
Mr Geraint Davies Mr Charles Wardle 
Mr Andrew Love Mr Alan Williams 
Mr Richard Page 


In the absence of the Chairman, Mr Alan Williams was called to the Chair. 


Mr R N LE Marecua_, cB, Deputy Comptroller and Auditor General, further examined. 
REPORT BY THE COMPTROLLER AND AUDITOR GENERAL 
BSE: THE COST OF A CRISIS (PAC 97-98/420) 
Memorandum from the Intervention Board 
PURPOSE 


1. The purpose of this Memorandum is to provide additional information to the Committee on progress on 
the provision of additional incineration capacity to deal with stocks of meat and bone meal (MBM) arising from 
the rendering of cattle slaughtered under the Over Thirty Months Scheme (OTMS) and the Selective Cull 
Scheme (SCS). 


2. The Memorandum updates the analysis contained in paragraphs 4.8 to 4.23 of the C&AG’s report on 
BSE: The Cost of Crisis, HC853 of session 1997-98. 


BACKGROUND 


3. The C&AG’s report currently indicates that carcass incineration capacity in the UK is only sufficient to 
process up to 100,000 cattle in a year. The large excess of cattle passing through the OTMS have therefore been 
rendered into MBM. At the end of October 1998, stocks of MBM stood at 350,000 tonnes, including 10,000 
tonnes from the SCS. On the basis of current scheme throughout and the available incineration capacity, a 
further 70,000 tonnes a year of MBM is expected to be produced as a consequence of the OTMS (very little 
from SCS as it winds down). Therefore, in the absence of a disposal route, stocks of OTMS MBM would reach 
640,000 tonnes by the end of the financial year 2002-03. At current rates, it would cost in excess of £13 million 
a year to store that quantity of MBM. 


4. The MBM is stored at 13 locations across the UK. IB has a continuous programme of identifying and 
acquiring new storage facilities to meet future demand. However, even after 25 years of operation of the OTMS, 
this task is not becoming easier with substantial public opposition to the establishment of new MBM storage 
facilities, particularly where they can be given no indication of how long this material will be held in store. 


5. IB has an existing three year contract with an authorised high temperature waste incinerator to burn up 
to 45,000 tonnes of MBM, which commenced in January 1997. However, the Commission are taking a keen 
interest in our plans to significantly increase the rate of disposal in order to clear the large stocks, to the extent 
that the Commission President has referred to the stocks in a meeting with the Prime Minister. Moreover, the 
final 20 per cent of the EU contribution towards the cost of compensation payments under the OTMS currently 
amounting to some £122 million, depends on the ultimate destruction of the MBM and tallow. 


6. Additional direct carcass incineration capacity has been contracted from private companies for OTMS 
casualty animals unfit to travel to an abattoir for slaughter. The demand for this capacity fluctuates in line with 
the seasonal nature of the scheme. Progress has also been made in increasing the amount of direct carcass 
incineration capacity through tender exercises in order to reduce the rate of accumulation of MBM and tallow 
stocks. Around 1,500 animals a week are now being slaughtered in abattoirs and their remains incinerated in 
linked facilities. This capacity is expected to increase by a further 1,000 animals a week by Spring 1999, subject 
to the companies concerned obtaining the necessary permissions and consents. 
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INCINERATION OF MBM 


7. Paragraph 4.10 of HC853 records that in the summer of 1997 IB suspended the incineration part of its 
integrated tender conducted in accordance with the requirements laid down in EC Council Directive 92/50 for 
the award of public service contracts. The tender had been conducted under the “restricted” procedure specified 
in the Directive whereby those prospective suppliers who had expressed an interest in response to an 
advertisement in the EC Official Journal and met basic qualifying criteria were invited to submit a tender. In 
December 1997 IB terminated the incineration part of the restricted tender because none of the bids met its 
requirements in terms of reasonable cost and early deliverability. Eight companies with a track record in 
combustion or in handling MBM were then invited to submit costed proposals for the large scale incineration 
of MBM under the “negotiated” procedure as provided for in the Directive in such circumstances. 


8. Seven companies responded with detailed proposals which were evaluated by an IB Project Board 
supported by an engineering consultant from the private sector. The key evaluation criteria were energy recovery, 
appropriate technology, early deliverability, high volumes and reasonable costs. The proposals covered a number 
of different incineration technologies, but only one was for the conversion of existing plant, the remainder being 
for new build facilities. The company proposing to convert its existing plant was Fibrogen Ltd, based in North 
Lincolnshire and, following the evaluation process, they were awarded a contract which was drafted and 
negotiated with the assistance of experienced commercial lawyers. Negotiations are continuing with three 
companies about meeting the balance of IB’s requirements for MBM incineration capacity. Of the other three 
proposals two have been rejected because of failure to meet the evaluation criteria and the third company 
withdrew its bid. 


FiIBROGEN Ltp 


9. Fibrogen Ltd are already producing electricity by burning poultry litter at their plant near Scunthorpe. 
The company’s proposals, which was the clear front runner on the basis of objective assessment of all of the 
proposals received against the key evaluation criteria listed at paragraph 8, involved concerting the plant to burn 
MBM, an analogous material to poultry litter. The Board’s contract with Fibrogen is for the incineration of at 
least 255,000 tonnes of MBM over a period of three years, subject to the company obtaining the necessary local 
authority planning permission and operating consent from the Environment Agency. Based on current forecasts, 
commissioning (i.e., burning MBM) is expected in Spring 1999, with the start of full operations in late summer 
1999. Burning at the full level of the contract will more than match the rate at which MBM is being produced 
leading to a reduction in the stock by about 15,000 tonnes a year. 


10. Contract negotiations with Fibrogen were complicated by the fact that the company is wholly dependant 
upon a consortium of banks which funded the original construction of the plant. The banks will not be repaid 
until late 1999 and refused to re-order the schedule in order to allow Fibrogen to raise the capital to convert the 
plant to burn MBM, or to allow Fibrogen to offer security to a third party until such time as the original debt is 
fully repaid. Consequently, Fibrogen’s proposal was conditional upon IB advancing a sum to meet the 
development and construction costs of the project, amounting to some £5.7 million, to be recovered against the 
fee the company would receive for burning the MBM, which over the three years of the contract would amount 
to £15.8 million. 


11. The contract negotiations resulted in a considerable improvement in the gate fee originally offered by 
Fibrogen and has provided an option for a fourth year. The gate fee is the amount payable to the company for 
each tonne of material to be incinerated. The C&AG’s report, on the basis of information then available, 
concluded that the cost of incineration of MBM in stock at September 1997 could be as high as £70 million 
(Page 82 of HC853). On the basis of the contract now agreed the cost of incineration of an equivalent tonnage 
is likely to be around £16 million based on a gate fee of 62 per tonne. However, the position taken by Fribrogen’s 
banks meant that it was not possible to obtain immediate security for the advance that IB will make for 
conversion of the plant; this will only happen when the banks have been repaid. The repayment of the bank 
loan by the company is unlikely to happen until the plant is operating successfully and the gate fee is being 
paid, which is expected to take 6 to 12 months from the start of commercial burning, with the taxpayer likely 
to gain security on the advance during the first half of the year 2000. 


12. IB recognise that the security arrangements for the advance are unusual and do not match exactly the 
undertakings given by the Treasury in the Government’s reply to the Committee’s 13th report 1990-91 (A new 
Ship for St Helena). The inherent risk had to be viewed against the need urgently to. secure a disposal route 
which offered the best chance of meeting planning and environmental requirements in the least timescale and at 
a realistic and competitive cost. However, the contract incorporates the following safeguards: 


— Security in the form of a debenture has been given. The debenture is held in escrow and will come 
into force as soon as the banks have been repaid. 


— _  Fibrogen are contractually bound to provide security within 6 months of the start of delivery of the 
full service and have an incentive to do so since failure will result in a reduction of the gate fee. 
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— The advance payment will be made only against actual delivery of equipment and services, and on 
the basis of certification by an independent consultant engineer appointed by both parties to act as a 
joint representative. 


— The gate fee will be paid monthly in arrears. 


13. The exceptional circumstances surrounding MBM disposal set out earlier in the Memorandum are 
recognised and accepted by the Treasury, who have been kept fully in the picture on the progress of the tender. 
At an early stage in the tender evaluation, the basis of Fibrogen’s proposal was brought to their attention. The 
Treasury acknowledged that there was a risk that expenditure might become nugatory, although they classified 
this risk as being one of a possible eventual constructive loss. 


14. HM Treasury indicated that they were content for IB to contract with Fibrogen on the terms proposed, 
provided that Ministers were fully alerted to the risk of nugatory expenditure and accepted it. Treasury were 
consulted on the preparation of the submission put to UK Agriculture Ministers on 15 September 1998 to which 
they responded by giving their agreement to the broad contract terms. 


15. The NAO are aware of the submission of this Memorandum and have been provided with a copy. 
Intervention Board 


October 1998 


BSE: THE COST OF A CRISIS (PAC 97-98/437) 
Memorandum by the Comptroller and Auditor General 


1. This memorandum updates the Comptroller and Auditor General’s Report (HC 853 of 1997-98). It has 
been agreed by the Ministry of Agriculture, Fisheries and Food and by the Intervention Board. 


EXPENDITURE OUTTURN AND FORECASTS 


2. The report recorded that expenditure on BSE related schemes in 1996-97 was £1,574 
million and that the forecast figure for 1997-98 was £920 million. The outturn figure for that year was some 
£952 million. 


3. The forecast expenditure figures for the next three years on the main schemes are: 


£ Million 
Scheme 1998-99 1999-00 2000-01 
Over Thirty Month 334 317 305 
Selective Cull 36 3 — 
Purchases into intervention 155 100 95 
Calf Processing Aid 38 — —_ 


Total 563 420 400 


In addition there are the continuing costs of administration, physical controls and the design of new systems 
and schemes such as the British Cattle Movement Service, Certified Herd Scheme, Date-based Export Scheme; 
and research. These amount in total to some £100 million a year. 


CESSATION OF SCHEMES; NEW SCHEMES 


4. Since the report, the Government has announced that the Calf Processing Aid Scheme will cease with 
effect from 30 November 1998. That is the date on which the European requirement for member states to operate 
such a scheme or a similar scheme ceases. Total outturn on the scheme since 1996-97 may be in the region of 
£142 million compared to the figure of £209 million indicated in Figure 6, paragraph 1.13 of the report. 


THE OFFSPRING CULL 


5. In August 1998 a cull of offspring born on or after 1 August 1996 to cows infected with BSE began on 
a voluntary basis. The cull underpins the proposals for a Date Based Export Scheme (paragraph 3.58) and seeks 
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to remove animals which may have been infected through maternal transmission, the only known route of 
infection after 1 August 1996. The scheme, which will be made compulsory as soon as proposals for the Date 
Based Export Scheme are agreed in Brussels, may result in the slaughter of around 10,000 animals. 


NUMBER OF ANIMALS SLAUGHTERED 


6. The total number of animals slaughtered, as reflected in our report as at 30 September 1997 and the 
current position, is: 


Million 
As at 
30 September 
Report 1998 
Over Thirty Month Scheme 1.74 Py) | 
Calf Processing 0.835 1.47 
Selective Cull 0.03 0.07 
Total 2.6 4.11 
Over TuirTy Monto SCHEME 
7. The main costs of the scheme are: 
£ Million 
1996-97 1997-98 1 
Compensation payments 670 274 
Slaughter payments to abattoirs 71 28 
Storage and transport costs 55 aod 
Payments for rendering 55 52 
Incineration costs 7 30 
Total 858 428 


8. The compensation rates applicable from 1 September 1997 were approximately 56 pence per kilogram 
for cull cows and 63 pence per kilogram for other cattle (paragraph 2.40). These rates fell to 54 pence and 61 
pence respectively on 1 June 1998 following a revaluation of the agricultural exchange rate. However, they 
returned to their former levels on 1 November 1998 following a devaluation. 


9. The number of animals being entered for the scheme since January 1997 varied between 10,000 and 
20,000 animals a week and averaged 15,000 (paragraph 2.51). In the period since our report, there has been a 
seasonal increase from around 10,000 to over 20,000 animals a week, accelerated by poor weather conditions. 


10. As at March 1998, £1.5 million of advances paid to farmers in July 1996 remained outstanding 
(paragraph 2.57). By September 1998 this had reduced to £1.1 million and is categorised as follows: 


Total amount outstanding 


£ million 
Farmer agreed to pay 0.12 
In dispute 0.03 
Farmer in liquidation or untraceable 0.07 
Legal proceedings initiated 0.87 


SELECTIVE CULL 


11. The selective cull aims to identify cattle born at about the same time and within the same herd as 
confirmed BSE cases. The progress on the selective cull (paragraph 3.31) is: 
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As at 
September 
Report 1998 
Number of confirmed BSE cases in the years of 16,700 16,700 

birth specified by the scheme 
Number where birth place verified 13,000 13,200 
Number of natal herd reports completed 6,069 9,142 
out of out of 
9,415 9,418 

Percentage of cases traced: 

compulsory year 80 per cent 91 per cent 
voluntary year 57 per cent 80 per cent 
Estimated number of cattle to be slaughtered 128,000 80,000 
to 85,000 
Number slaughtered 31,300 74,200 


CATTLE TRACEABILITY SYSTEM 


12. A British Cattle Movement Service (paragraph 3.48) has now been established in the public sector to 
run the Cattle Tracing System. The Service is located in Workington. Cumbria. It became fully operational from 
28 September 1998 and will be responsible for issuing cattle passports for all new-born or imported cattle 
registered from that date and for recording the movements of those cattle. The Cattle Tracing System subsumes 
the existing cattle passports computer system and therefore records the identification of cattle issued with 
passports since 1 July 1996. In its first four weeks of operation, the Service has issued over 225,000 cattle 
passports. 


13. The cost of setting up the Service is now estimated at £19.2 million and the expected costs of operation 
of the British Cattle Movement Service in its first full year (October 1998 to September 1999) are £15.4 million. 
Costs are likely to increase to approximately £18.5 million in the following year due to the administrative costs 
of charging. With effect from September 1999, the costs of the Service will be met by levying a charge on the 
issue of passports. 


DATE-BASED Export SCHEME 


14. Paragraphs 3.58 to 3.59 record the position as at June 1998. Following a proposal by the UK, the 
Commission has put forward in the Standing Veterinary Committee a scheme that would allow the export of 
(boneless) meat and meat products from certain cattle born after 1 August 1996. In the absence of a Qualified 
Majority in the Standing Veterinary Committee, the matter is now expected to be decided by the November 
Agriculture Council. 


STORAGE AND INCINERATION OF MEAT AND BONE MEAL 


15. A separate memorandum to the Committee from the Chief Executive of the Intervention Board provides 
information on progress with disposal of meat and bone meal (paragraphs 4.5 to 4.11 of report). 


EUROPEAN UNION REIMBURSEMENT 


16. The Intervention Board has continued to submit monthly claims for reimbursement under the Over 
Thirty Month Scheme, using only that data which can be fully substantiated after the animal has been rendered. 
Since the beginning of 1998, the Intervention Board has adopted a weekly batch system for slaughtering and 
rendering Over Thirty Month animals, and this has helped to reduce some of the difficulties experienced in 
preparing claims for reimbursement. 


17. The amounts claimed still represent only 80 per cent of the European contribution. Claims for the 
remaining 20 per cent will not be made until the stocks of meat and bone meal and tallow in respect of scheme 
animals is destroyed. 


IRREGULARITIES 


18. In the period April 1996 to September 1998, 310 cases were passed to the Intervention Board’s anti-fraud 
unit. Initial enquiries by the unit in 137 of these cases indicated that there was no irregularity or that errors were 
unintentional. One hundred and seventy-three cases were subject to further investigation. The cases related to 
the following schemes: 
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Number 
Over Thirty Month 129 
Calf Processing Aid 34 
Selective Cull 1 


Beef Stock Transfer 9 


One hundred and nine of these cases have now been closed. Investigation revealed no evidence to support the 
allegation or that there was little likelihood that evidence would be found. 


19. In 62 cases investigations continued including seven which have gone to or about to go to trial. There 
have been three completed prosecutions. It is not always possible to identify the value of the cases subject to 
investigation: in some instances this is not clear until the investigation is complete. However, the Board’s records 
show that some £120,000 has been recovered to date; and that one case submitted for prosecution amounts to 
over £1 million. 


DISALLOWANCE 

20. Expenditure under European Union schemes is subject to scrutiny by the European Commission, even 
after initial reimbursement, to monitor compliance by member states with scheme rules. This can lead to 
disallowance of expenditure. The results of such scrutiny of BSE related schemes for 1996-97 and onwards are 
not yet available. 


APPENDIX 1 


21. The number of confirmed cases of BSE in animals placed under restriction in 1997 is now 4,311; the 
number of cases in animals placed under restriction in 1998 to date is 1,607. 


As at 

September 

Report 1998 

1997 4,296 4,311 


1998 N/A 1,607 


22. The number of definite and probable new variant CJD cases is now 29. 


23. Since December 1997 the following statements have been issued by the Spongiform Encephalopathy 
Advisory Committee: 


June 1998—Latest research assessments of possible risks on human blood and blood products. 
National Audit Office 
12 November 1998 


LETTER FROM THE PERMANENT SECRETARY, MAFF TO THE CLERK OF THE COMMITTEE 
UPDATING PARAGRAPH 3.3 OF THE CAG’S REPORT (PAC 98-99/14) 


1. In preparing for the session scheduled for 30 November, I have become aware of a point relating to the 
selective cull where the report does not reflect the current position. 


2. The last sentence of paragraph 3.33 states: 


“Valuation is generally carried out by two independent valuers, one chosen by the Ministry and another 
chosen by the farmer.” 


3. The initial arrangement was that the value of an animal should be determined: 
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(a) by agreement between the Ministry and the owner; or 
(b) by a valuer appointed by the Ministry; or 
(c) by agreement between two valuers, one appointed by the Ministry and one by the owner. 


4. Because of the shortage of valuers and expense of valuation by two valuers, it was decided that where 
there were 10 or fewer animals to be valued the last of these options would be deleted but the Ministry would 
appoint any valuer nominated by the owner provided he was included on the Ministry’s panel of valuers. This 
change came into effect in October 1997. In the later stages of the selective cull most valuations have been of 
10 or fewer animals. 


5. The same paragraph refers to compensation payments ranging in a few extreme cases up to £50,000. In 
one exceptional case—a pedigree Al bull at stud—the assessment has been £195,000. In this case the Ministry 


had the assessment independently confirmed by a second valuer. 


Permanent Secretary 
MAFF 
25 November 1998 


Examination of Witnesses 


Mr Jamie Mortimer, Treasury Officer of Accounts, further examined. 


Mr RicuarD Packer, Permanent Secretary, Ministry of Agriculture, Fisheries and Food, and Mr GerorGe 
- TREVELYAN, Chief Executive, Intervention Board, were examined. ; 


Mr Williams 


1. Good afternoon. May I welcome you, if that is 
the appropriate word, to the Committee. The hearing 
this afternoon is on the C&AG’s Report entitled BSE: 
The Cost of a Crisis. The cost of a crisis may actually 
be appropriate in this particular case, as I think will be 
revealed in the questioning. May I welcome Mr 
Packer, the Permanent Secretary at the Ministry of 
Agriculture, and Mr George Trevelyan, the Chief 
Executive. Perhaps we can start, Mr Packer, with you. 
Can we turn to pages 68, 69 and 70 because while we 
may have a problem tracing the wretched animals at 
the centre of this analysis, there is another trail to be 
followed which is spelt out in those three pages. As I 
understand it, another Department in the same 
Government had introduced in Northern Ireland a 
computerised database of cattle in 1988. Is that 
correct? 

(Mr Packer) That is correct, Chairman. 


2. In 1990, as it says in paragraph 3.41, the 
Agriculture Select Committee recommended a 
comprehensive scheme for identifying and tracing all 
cattle and recommended that it should be implemented 
immediately. The Ministry carried out a feasibility 
study but nothing further ensued, is that correct? It 
should be as it says it in the Report. 

(Mr Packer) It should indeed. Nothing happened 
directly, that is true. Of course, there is a cattle 
traceability system now. 


3. We happen to be ten years ahead. There is a 
little gap I want to fill in before we come on to what 
exists at the moment because the gap is rather 
fascinating. In 1992 the EC Commission, according to 
paragraph 3.49, issued a Directive requiring cattle to 
be given a unique identification number and for it to 


be recorded on a tag attached to an ear. Am I correct 
in saying that the normal Directive takes up to five 
years to prepare before it is eventually ratified? 

(Mr Packer) That may be the case in some cases, 
Chairman. I cannot tell you how long this one took. 


4. But it would not have been a matter of months 
or weeks, it would have been a matter of years? 

(Mr Packer) It would not have been a matter of 
weeks and probably not a matter of months. 


5. So we are now up to 1992 and for an 
undisclosed number of years before that you were 
aware that a Directive was emerging from the EC, but 
still nothing was done until an Order was introduced 
three years later, in 1995, is that correct? 

(Mr Packer) The Order was introduced in 1995, 
that is correct. 


6. So we are now seven years behind Ireland, 
another Department in the same Government. In 
between times the Agriculture Committee came back 
again and again recommended that you should make 
a new assessment of the need for some system and, 
according to paragraph 3.43, the response to that was 
that the Government would propose to consider the 
timing of a national database feasibility study in 
1996-97. So we are now very near the current date and 
still all that was being considered was the timing of a 
feasibility study when BSE was already recognised 
and with us. 

(Mr Packer) Yes. 


7. So the facts are all acceptable. Then you had a 
feasibility study in 1996 and that reported in 
September 1996 and the recommendations in that 
report pointed out that the cost of converting the paper 
passport to an electronic form would grow by about 
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£900,000 for each month of further delay, that is over 
£10 million a year just for the increase in costs. Is 
that correct? 

(Mr Packer) If one were to go backwards then that 
would be correct, yes. 


8. You agreed the Report so we know it must be 
correct. In November 1996, following Treasury 
approval, the Ministry sought Ministers’ approval in 
December 1996 to consult the industry. So we are now 
way ahead of the Irish decision and the date of the 
Directive. If you go to paragraph 3.48, we then find 
that further delays resulted as ministerial approval was 
not obtained before the General Election. So we are 
now into May of last year and Ministers still had not 
made a decision, is that correct? 

(Mr Packer) Correct. 


9. And it was not until after the Election that, since 
there had been no preparatory work, the go-ahead was 
given to prepare a scheme. Do you not find this not 
just a tragic trail of neglect but an almost 
incomprehensible one in view of the cost that has 
subsequently arisen for the country and the damage 
that has been done to the farming industry? 

(Mr Packer) No, Chairman, I do not. 


10. Tell us why not. 

(Mr Packer) The cost that would have been saved 
by the institution of a traceability system is a very 
small proportion of the total costs recorded in this 
document. There are a number of other points. The 
EU were developing their own proposals and it was 
important to ensure that anything we did would be 
compatible with what they proposed and as the end of 
paragraph 3.42 notes, reporting the Agriculture 
Committee’s views, it was also noted that such 
systems were expensive to establish and to run and 
that the benefits were likely to be long term rather than 
immediate. I think that is a perceptive comment by the 
Committee and I do not think we would have been 
right to push ahead very rapidly. The Northern Ireland 
scheme was instituted because of the particular 
difficulties in the Province, i.e. the tuberculosis 
problems which we did not have. 


11. You say that the costs were small by 
comparison with the total costs in the Report. That still 
means they can be quite considerable. What would you 
estimate the savings might have been had we had a 
scheme in place when BSE was first admitted? 

(Mr Packer) The savings in the main would be in 
staff time for tracing animals, for example for the 
selected cull. Staff time is valuable and it meant the 
people were not doing something else, but we do not 
have a precise estimate. 


12. It does seem that everyone felt there was a 
need for something except the Department. Let us 
move to you, Mr Trevelyan, and turn to page 30 
headed “Determination of Slaughter Fees”. It is stated 
quite clearly in the Report that at the time you realised 
that you were going to have to enter into these 
contracts there was considerable over-capacity in our 
abattoirs, is that correct? 

(Mr Trevelyan) I believe so, Chairman. 


13. You believe so or you know so? 
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(Mr Trevelyan) 1 am not the sponsor in the 
Intervention Board for the slaughter house industry, 
they are a service industry whom we face, but I have 
no reason to doubt that that statement is correct. 


14. It was some time before we got around to 
competitive tendering. It is stated in the Report that at 
the start you agreed a price of £87.50 for the slaughter 
of each animal, which was a temporary agreement. 
Then some time later, after an analysis, you reduced 
that to £41, correct? 

(Mr Trevelyan) Yes. 


15. So that is less than half of what you were 
paying originally. 
(Mr Trevelyan) 


16. Did you try to claw back any of the excess that 
had been paid at a time of high surplus capacity in 
the abattoirs? 

(Mr Trevelyan) We considered clawing it back, 
but in the situation in which we were in where, as you 
recall, this renegotiation was taking place before we 
had addressed the major backlog that was building up 
in the countryside of cattle who had to enter the 
scheme before winter, we had concluded that it was 
not feasible to claw it back in any substantial measure, 
but the £41 was set rather lower than it would 
otherwise have been and therefore contained an ~ 
element of recovery. 


Yes. 


17. Yes, but that was also to take account of the 
fact that the hide was not included in the calculation 
from your consultants, so they had that as an extra 
profit as well. It compensated for that in part, although 
it probably did not fully compensate for that. Having 
got it down to £41, you then eventually, in July last 
year, fixed by competitive tender a rate of £25 per 
animal. 

(Mr Trevelyan) That is correct. 


18. So we move from £87.50 down to £25, less 
than a third of what it was originally costing. Do you 
not think you have been absolutely ripped off by the 
industry? 

(Mr Trevelyan) It was extremely difficult in May 
1996 to establish what the proper price for a 
slaughtering service was from the industry. Previous 
to that a large proportion of abattoirs’ costs had been 
met from what is called the fifth quarter, i.e. the offals 
from the carcasses. Large amounts of that element 
were no longer permitted to be marketed. So there was 
no experience as to what the street price for a 
slaughtering service was. Added to that, of course, 
slaughter houses who entered the scheme had to do a 
large amount of servicing of the Thirty Month Scheme 
and the agency a large amount of paperwork and that 
had to be taken into account. 


19. Do you think that the original £82 was rather 
high in hindsight? 

(Mr Trevelyan) As our consultants stated in their 
review, it certainly contained a large element of 
incentive. 


20. Just in case anyone suggests we are not 
dealing with a group of rather greedy businessmen, is 
it not a fact that the £87.50 has to be seen against the 
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price of £129 that they were asking of you? They 
wanted five times as much as you eventually ended up 
paying them under competitive tendering. 

(Mr Trevelyan) That is correct. As I said, 
Chairman, there were a wide range of estimates at the 
time as to what was a proper price since there was no 
experience of slaughtering without any revenue from 
byproducts for the slaughter. We took the view that it 
was appropriate to take a long view. The Thirty Month 
Scheme will be with us in all likelihood into the 
middle of the next decade. If it had two or three 
months at the beginning where there was a large 
incentive paid, that was probably an inevitable 
consequence of the crisis. The important thing was to 
move towards competitive tendering just as soon as we 
could and I think the Report correctly identifies that 
that moment could not come until we had cleared the 
backlog in November/December 1996. 


21. Did many of the abattoirs who were part of the | 


scheme go bankrupt? 
(Mr Trevelyan) I do not have those figures, 
Chairman. 


22. You are not aware of any off-hand? 

(Mr Trevelyan) No, I am not. 

Mr Williams: Quite a lot of the farmers did, of 
course. I think my colleagues will want to follow up 
on that further. Mr Wardle? 


Mr Wardle 


23. Thank you, Chairman. Mr Packer, Mr 
Trevelyan, good evening. Mr Trevelyan, we meet 
again. I wonder if you would agree, Mr Packer, that 
when governments act with haste and the civil 
servants, albeit under pressure, try to respond they do 
tend to over-spend and someone gets rich. Mr Packer, 
I am all for people getting rich in a legitimate and 
sensible and fair way, but do you not think in this case, 
particularly with some of the abattoirs and renderers, 
some people have got very rich out of a price crisis? 
Do you think that makes sense? 

(Mr Packer) Our objective as the Department was 
to maintain and to support the essential components of 
the beef chain which consist of farmers, 
slaughter-houses and renderers and the schemes were 
devised to do that and not to compensate anyone for 
losses as such. Quite a lot of people lost money; it may 
be some people made money as well. 


- 24. I bet some people made quite a lot of money 
while others were losing their entire livelihoods. I want 
to pursue further what the Chairman was asking you a 
moment ago about the abattoirs. The Chairman was 
reminding you of the £82 provisional slaughter fee and 
then the reduction to £41 and then £25. The £41 figure 
was reached after examining the industry’s costs. What 
you said a moment ago implied that you knew all 
about not just farmers but abattoirs and renderers. Why 
on earth had you not examined their costs before? Why 
on earth did not you have at your fingertips sufficient 
information such that you would have known that £82 
was an outrageous random and that £41 should perhaps 
have been your starting point? 

(Mr Trevelyan) 1 think that question is for me. I 
do not think there is any reason why the Intervention 
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Board should have had cost data for the operation of 
slaughtering lines without any revenue from the fifth 
quarter. 


25. You think that question was for you, Mr 
Trevelyan, but I think the question was for the 
Permanent Secretary. You run the Ministry, Mr 
Packer. Why on earth did not you have that 
information at your fingertips? We know Mr 
Trevelyan does not have the information at his 
fingertips. It is only a matter of a few months ago that 
he was here trying to explain a black hole in 
intervention sums to be disbursed. What about you, 
Mr Packer? 

(Mr Packer) There would be no reason for us to 
have that degree of detailed knowledge of an industry. 
We would need a very much larger department if we 
did have it. 


26. So simply for the occasional inspector from 
MAFF or some associated agency to visit an abattoir 
and say, “Let’s just understand the economics of your 
business”, is something beyond your contemplation, is 
it? And that will have cost you administratively much 
more money. I think that is nonsense. 

(Mr Packer) We do not have a directed system in 
this country, though there is no reason why we should 
be aware of the detailed economics of slaughtering 
animals, and although it is generally appreciated in 
Meat and Livestock Commission publications that the 
slaughtering industry in general has been in a rocky 
position for a number of years. 


27. Can we move on then to renderers. Why were 
there no competitive tenderers until January 1998? 
There can have been nobody at MAFF who was 
unaware that farmers up and down the country were 
muttering about the way renderers were ripping off the 
industry and the payment scheme here. You cannot not 
have known about that. Why was there not a 
competitive tendering scheme before January of this 
year? 

(Mr Packer) That is for Mr Trevelyan. 

(Mr Trevelyan) I have written alongside paragraph 
2.34 that it takes a considerable time to break a cartel, 
Mr Chairman. The rendering industry chose to 
negotiate with the Intervention Board through their 
association. We indicated clearly that we wished to 
have a true competitive tender and throughout 1997 
we maintained that position and as a result of 
maintaining that position we did finally get genuine 
competitive bids with the result which is reported in 
that paragraph. 


28. So you persisted. I congratulate you for that. 
You are telling the Committee that there was 
effectively a cartel operating amongst renderers and, 
therefore, as with any such cartel, particularly with 
money flying around in this crisis and none of us deny 
it was a huge crisis, somebody was likely to profit 
excessively, is that correct? 

(Mr Trevelyan) 1 do not think it is any secret that 
there are a very limited number of rendering 
companies and some of them operated a dominant 
position in the industry and that was well known to the 
public authorities. 
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29. Thank you. Can I move, Mr Packer, to a 
general question. Bearing in mind the terrible 
experience farmers, MAFF and everybody else has 
been through in this crisis, are there strictly 
comparable controls on beef production in the rest of 
the European Union? 

(Mr Packer) Of course, Mr Wardle, there is no 
comparable control to the Over Thirty Month Scheme 
in any other European country and that constitutes the 
bulk of the expense here. I think your question would 
be perhaps are there comparable controls on specified 
risk material in other Member States? 


SU eyes: 
(Mr Packer) 1 think the answer to that is there are 
in some of them. 


31. What about the rest of the world, the wider 
picture? You are absolutely right about the direction 
of my question. Thank you. 

(Mr Packer) 1am not aware of any country outside 
the European Union and Switzerland which operates 
specified risk material controls. 


32. So in spite of the fact that farmers are being 
brought to their knees the taxpayer has had to foot an 
enormous bill, your Department and Mr Trevelyan’s 
agency undoubtedly have had to work morning, noon 
and night, you are saying that the British consumer has 
no absolute guarantee about the quality of meat that is 
imported into this country? 

(Mr Packer) Imports are 
specified risk material removed. 


required to have 


33. Do you believe the assurances given for that 
purpose from your vantage point? 

(Mr Packer) It is not so much assurances, Mr 
Wardle, it is checks. It is illegal to sell beef which 
contains specified risk material in this country from 
whatever origin. 


34. Thank you. Can we revert for a second to page 
4, paragraph 11, where we are told that farmers taking 
beef cattle straight to abattoirs and not via the market 
were overpaid because the liveweight to deadweight 
ratio was miscalculated for beef cattle. Whose 
miscalculation was that? The cost I think was £13 
million. 

(Mr Packer) That was a consequence of the 
Council conclusions on 3 April 1996 which contained 
this specification that the compensation rates would be 
at a ratio of 2:1. I believe it was initially proposed by 
the Commission and adopted by the Council, with the 
United Kingdom dissenting at that time—not 
necessarily on that ground but that is the formal 
position—and subsequently the Commission were 
reluctant to change the figure since it had figured in 
the Council’s conclusion. 


35. Thank you. Can we move on to page 85, 
paragraph 4.20, where the NAO noted that extra 
reimbursement from the EC could have been claimed. 
How much extra could have been claimed? Can we 
ask the C&AG that question first? In the NAO’s view 
how much extra could have been claimed that was not 
claimed? If you look at 4.20, it says, “the claims were 
drawn up manually due to the absence of a 
computerised payments system”, and we will no doubt 
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come to that. The claims were based on the number of 
animals slaughtered with adjustments being made for 
animals that were not eligible. I realise it is an 
administrative and accounting nightmare, but how 
much is the shortfall in terms of potential 
reimbursement? 

(Mr Le Marechal) We do not have a figure to 
hand, Mr Wardle, but we can provide you with one. 


36. But you were able to assert with confidence in 
this Report, were you not, that there is a shortfall in 
terms of reimbursements claimed and apparently 
neither Mr Packer nor Mr Trevelyan disagreed with 
you? Perhaps Mr Trevelyan can throw some light on 
this? 

(Mr Trevelyan) Taking the 1997 FEOGA figure’ 
which ended in October 1997, we have recently 
submitted a claim to the Commission for 30 million 
sterling as being what we regard as the balance amount 
for what we readily acknowledge was our conservative 
claiming policy. 


37. Can you substantiate that, or is that going to 
be subject to negotiation? 

(Mr Trevelyan) It can be fully substantiated 
because what has happened since this report was 
written was that the back-loading exercise on our cattle 
data base has been completed, we are fully confident 
there are no double claims anywhere within the 
system, and we can safely make our balancing claim 
to the European Commission. To put that in context, 
that is approximately 8 per cent of the total claim in 
relation to 1997’. 


38. But the point is, you have done it, you have 
overcome the accounting gaps, as it were, filled them, 
got the information and taken it to the Commission. I 
am encouraged by that. Can I finally turn to page 
44, paragraph 2.59 and the introduction of a computer 
system? I am sure colleagues may have questions to 
ask about this. How on earth can the Board have 
hoped to implement a computer scheme in May 1996 
only to find out very shortly that it was not feasible? 
Who had done the prior feasibility study? Who was 
assuring you it could be done? Or was this just a 
pipe dream? 

(Mr Trevelyan) The inwardness of that is that the 
question put to our in-house computer experts was, if 
we had a live weight only cull scheme with a very 
limited range of questions asked, then with six or 
seven data fields we could construct a data base which 
could be up and running in a couple of months. I can 
go on further as to what happened. 


39. Can we just hear a little more on that? 

(Mr Trevelyan) In reality, Chairman, we ended up 
with a scheme which has four separate collection 
centres in its maturity—we have live weight centres, 
dead weight centres, incineration points for casualties 
and now renderers treated as collection centres. Every 
single one of them has to have a separate data entry 
into the system, and they all have a wide range of data 
fields. We are into the high 90s and low 100s in terms 


' Note by Witness: The balancing claim related to the FEOGA 
years ending in October 1996 and 1997. The balancing sum was 
8% of the total claimed in the 2 years. 
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of data fields. That took a great deal longer to develop 
and it was not possible to develop it until well into 
1997 because this scheme was not stable; we did not 
have the basis on which a computer programmer could 
safely operate. 

Mr Wardle: In the midst of all of this nightmare, 
Chairman, I am encouraged by Mr Trevelyan’s 
frankness and by the hint of progress being made. 
Bearing in mind that I hope to catch your eye when 
we come to a further session of this Committee before 
the evening is over, I think I will leave it at that. 


Mr Steinberg 


40. Is it correct to say at the present time there are 
still approximately 4.25 million cattle over 30 months 
which will still qualify for the scheme? 

(Mr Packer) That is broadly correct, Mr Steinberg. 


41. So when do you envisage the 30 month 
scheme will actually end? I ask this question because 
many, many farmers are putting this question to me. 

(Mr Packer) We would not envisage the scheme 
completely ending, although it would be very much 
phased down, until such time as the last animal born 
before 1st August 1996 is slaughtered or dies. So we 
are talking about the final, final ending of the scheme 
in perhaps 15 years’ time. 


42. Good heavens! Can I return to the questioning 
that the Chairman and Mr Wardle were on? I got the 
impression when I read the report that in the 
Department’s case to get the scheme moving very 
quickly the taxpayer—and I think the Chairman used 
the word and I have written it down as well—appears 
to be getting ripped off by both the abattoirs and the 
renderers. The question was asked but you did not 
seem to concentrate on a response. I would have 
thought that where there were over payments these 
over payments should be repaid in some way, because 
the amount of money paid out and the amount of profit 
these people made was absolutely outstanding. Should 
there not be a system of getting some of this money 
back? 

(Mr Trevelyan) As I mentioned earlier, we did 
reflect in August 1996, when we had the results of the 
Coopers & Lybrand open books exercise, as to 
whether given that the mean price, the cost of 
slaughtering, was about £45 per head we should not 
attempt to recover that. There were practical 
difficulties in that this scheme was extremely unstable 
in its early days with slaughter houses coming in and 
out of the scheme as they arranged their affairs with 
their commercial side. As you will recall, the industry 
was very conscious of the risks of engaging in the 30 
month scheme work at the same time as running 
commercial services, and a number of abattoirs went 
out having started in. There was also the question of 
motivation. We were up against the biggest crisis in 
the operation of the scheme, which was the autumn of 
1996, and to enter into a recovery exercise at that point 
we regarded as having a major disincentive effect. So 
we took the view, and as Mr Packer has said the 
scheme has a very long run ahead, that we had to see 
this additional cost in the early stages as something 
which was borne by the scheme over its life. 
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43. Ihave listened to that and I am a total layman 
in agriculture, but as senior civil servants and top civil 
servants you seem to be giving the impression that you 
were woefully ignorant, if you will excuse the 
expression, of what was actually going on. I get the 
impression that not many questions were asked, for 
example, about the abattoirs and renderers. You seem 
to say, “This is nothing to do with us. We are not 
really au fait with that part of our industry and we 
know nothing about it.” It seems incredible to me. It 
is a major part of the industry and yet you seem to be 
saying you did not know what was going on. I read 
the report, and I am not very technical, as I say, and 
keeping it simple it seems to me that both the Board 
and the Ministry were not on the ball at all. The Board 
did not seem to understand the capabilities of the 
abattoirs or the renderers, because somewhere in the 
report you were requesting tenders and these people 
could not even tender to the brief you were asking for. 
That was the Board. The Ministry, for example in one 
part of the report, said they were not expecting many 
beef cattle being brought in the scheme which resulted 
in huge payments and too much compensation. I am 
astounded that you seem to be so woefully ignorant of 
what was actually going on and I would be interested 
in your comments. 

(Mr Packer) It is no good our pretending to 
knowledge we do not have, Mr Steinberg. As I was 
explaining earlier, it really is not the Department’s job 
to be aware of the detailed economics of all the 
industries for which we are responsible. Of course, 
the over 30 month scheme was, I think it is fair to say, 
an unprecedented scheme. It was introduced at a time 
of very great lack of confidence in the industry and it 
was not possible for anyone to predict how many clean 
cattle, to use the example you gave, would be entered 
for it. Not merely was it not possible, nobody actually 
did predict it at the time. It was not just us, nobody 
else did either. When it became clear that clean cattle 
were being entered in the scheme, we pressed the 
Commission to reduce the ratio. We have already 
touched on that. It took them two or three months to 
agree to do so. It was unfortunate but it was not our 
responsibility. We also reduced the rate of payment in 
line with market prices. It is true that at the early 
stages the compensation payable under the scheme was 
high, but that was again a European Commission 
proposal voted on in the management committee. 


44. It just seems strange to me, or unreal to me, 
that professional civil servants were serially oblivious 
to what was going on. There was a huge backlog of 
unsaleable cattle, yet the Ministry did not seem to 
catch on that this was actually happening, and that 
eventually it took them six months before it registered 
and that was around September. I can remember that 
I received a letter in July 1996 and I wrote to the 
Secretary of State at the time, not because I knew 
anything about it but because a farmer had written to 
me and was playing hell at the time because he could 
not get his cattle to the abattoir, he said he was finding 
it impossible. I wrote to the Ministry and pointed this 
out in July 1996. I was absolutely fobbed off although 
I accepted the answer given to me because I knew 
nothing about it. I was telling you and presumably 
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other Members of Parliament were telling you and the 
community was telling you, but it took you six months 
to realise what was happening. It seems an 
incredible situation. 

(Mr Packer) I think circumstances were rather 
different, Mr Steinberg. It is true that there was a 
backlog, that was inevitable given the circumstances 
in which the scheme had started. It was also true that 
there were assertions that the backlog was very high 
indeed. It was of course in the economic interests of a 
large number of people to claim the backlog would 
be very large, in the hope that Government would for 
example come forward with a further subsidy schemes, 
and that possible argument is mentioned in the report. 
We always suspected that the backlog was a lot less 
than observers with an interest were claiming, and the 
evidence bears us out, because when we registered 
animals—and we are now on paragraphs 2.47, 2.48 
and 2.51—328,000 animals were registered as being 
ready for immediate slaughter on 21st October 1996 
yet when the backlog had been completely eliminated 
before Christmas of that year, 182,000 of those 
animals had not come forward for slaughter. In other 
words, they had been registered speculatively which is 
what we had always suspected would be the case in 
any event. So the facts I think bear out not that we 
were credulous or not looking, but that we were 
looking in a rather more informed way at the facts than 
a number of commentators who were vocally putting 
their views into the media. 


45. That is fine but I had practical information 
from actual farmers and presumably if I had this 
information the Ministry would have the information 
as well. They were saying they could not get the cattle 
to the abattoirs. 

(Mr Packer) It is true there was a backlog, that is 
undeniable, but it is also true the backlog was nothing 
like as large as some people were claiming. 


46. CanI move on then. Very much as a layman 
and reading the report over the weekend—and it makes 
very interesting reading—it kept bumping into me that 
there were so many mistakes being made all the time. 
For example, I picked up that with the advanced 
payment scheme for the processing and payment of 
claims mistakes were made, there was a loss to the 
taxpayer, and it appears the inefficiency of the Board 
and the Ministry just was not helping the crisis. After 
reading this report, I am not surprised there were so 
many angry farmers. I actually got another letter from 
a farmer who wrote to me in January 1997 and the 
farmer said, “Not only do we have the aforesaid 
problem but we also have a telephone problem, trying 
to get sense either from the Ministry of Agriculture or 
the Intervention Board. It is like getting blood from a 
stone. One day my husband rang the Intervention 
Board helpline and he spoke to Tracy. After 20 
minutes he gave up because she did not have a clue 
what she was talking about. He asked to speak to 
someone more senior, only to be told by Tracy she did 
not know who was more senior.” It just goes on and 
on and on. Farmers themselves could not get the 
information they wanted and it seems it was a 
catalogue of errors, untrained staff and just no help to 
the industry at all, and no wonder it seems to have 
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gone from one crisis to another crisis. 
comment on that? 


(Mr Trevelyan) We were facing major difficulties 
in every area in the period May, June, July, August 
1996. If you recall, Mr Steinberg, there was no 
scheme under the title “30 month scheme” in April. 
My department had its budget tripled overnight, our 
staff went up by over 30 per cent. We had to mix 
newly recruited staff, many of them working in an 
industrial area like Reading or Newcastle with very 
little country background, we had to train them up to 
even them with our own more experienced staff. 
During that time there was clearly a good deal of 
uncertainty amongst the new staff as to how to answer 
the queries, and the queries which were coming to us, 
as the NAO Report records, were at a very high level, 
we were getting more than 800 calls a day on our 
helpline, and you can imagine the atmosphere in the 
office receiving them. I think we have to come back 
again and again to the fact that the industry was in 
crisis, the Government was reacting to the crisis, and 
we were taking on new staff, putting in new systems, 
generating new schemes at a very great rate, and it is 
not at all surprising to me that there was a period in 
which new schemes were not taking effect. You 
mentioned the difficulty in farmers getting cattle off 
the land in the summer of 1996, we were well aware 
of that, and the report mentions in paragraph 2.49 the 
measures that we took at the Intervention Board to 
ensure that by the winter, before the winter fully set 
in, that those cattle could be cleared from the land and 
of course the farmers compensated. It had a welfare 
function and of course it had an economic function in 
that only when the cattle were cleared from the farm 
could they receive their 30 month payments, their 
compensation for not taking them to market. That 
whole process required our staff to be trained up, 
required a system to be put in place, but it also 
required us to overcome the major pinch point which 
was that we could not slaughter the cattle unless we 
could render them. The security of the scheme had to 
be absolute. We had to be quite clear that the cattle 
once slaughtered would within 24 hours be disposed 
of and marketable.’ The only way to do that was to 
ensure they were rendered. So we were refusing, quite 
clearly and quite plainly to everyone, to take cattle into 
the scheme until we could ensure we could render 
them within 24 hours of slaughter. That security we 
were able to make available, nobody has suggested we 
were not, but it took time to organise and Figure 14 
shows the rate at which we were able to open up a 
totally new outlet for cattle on totally new terms where 
the state was the buyer, the state was the processor and 
the state was involved in storing the end product. A 
completely different system. If somebody had told me 
in even March 1996 that was where we were going to 
end up by September 1996, I would not have believed 
them, but that was where we were and of course it 
took time. But the fact is, and the NAO recognises it, 
the job was done. The important thing is that it was 
done effectively. 


Can you 


' Note by Witness: Once slaughtered the cattle would within 24 
hours be disposed of and unmarketable, not marketable. 
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47. That was a very extensive and brave attempt 
to explain the situation. Could I finally say, that is fair 
enough and I accept that, but in paragraph 2.66 it says 
that there were 47 payment calculation errors in the 97 
examined claims and 64 claims submitted by abattoirs 
had errors. With all the problems you had with new 
staff and the huge increase in staff, it is still not really 
acceptable for that amount of errors to have taken 
place as far as the taxpayer was concerned surely? 

(Mr Trevelyan) Ican certainly agree that I was not 
happy when I read the results of the NAO’s transaction 
testing but I think if you look at the next paragraph 
2.67 you can see the net result. In fact, in the proper 
manner of auditors what the NAO has done is grossed 
up the error, they have taken the errors in favour of 
the taxpayer and the errors against the taxpayer and 
reflected a full range of them and have shown that as 
low as .17 per cent of the payments in the sample 
testings were in error. The explanation for that is that 
the claims which were made on the Intervention Board 
were very extensive indeed. We had slaughter houses 
which were slaughtering 5,000 animals a week and we 
were getting claims sent to us with 1,000-1,500 
animals on them. If one ear tag number on that claim 
out of 1,000 beasts was incorrect it was registered as 
a wrong claim. We could easily in that situation have 
been in a situation where every single claim was 
erroneous in one respect or another. So it is not all that 
astonishing that almost half the claims were erroneous 
in one respect or another. The important thing is that 
the gross value of errors in payments themselves was 
extremely low and I am satisfied that 2.67 is a better 
representation of the situation than 2.66. 

Mr Steinberg: If you think £1.7 million is very 
low I wish I could win that on the pools! Thank you, 
Chairman. 


Mr Davies 


48. May I start with the last question actually 
because you have just said the gross value of errors 
was very low. In fact, figure 16 shows it to be £17 
million. Therefore your terms of reference are that £17 
million is a very low error and you do not mind the 
taxpayer losing £17 million of money at a time that 
this fiasco cost £2.2 billion? Is that your 
perspective? (Mr Trevelyan) No, I think you have 
misread the table, Mr Davies. Can I take you to the 
final column: £17,175.65. 


49. Okay, thank you for that. Can I take you back 
to the more strategic issue and may I ask Mr Packer 
why we did not have a tracking system in place when 
Ireland had one in 1988. Given that it is not just 
Ireland that could get TB and given that foot and 
mouth disease did hit Britain, there is no real good 
reason why we did not have a tracking system in place. 
Had we had one in place we would have known the 
right price to charge in terms of the cost to abattoirs 
that was being negotiated on the basis of the 
guesswork you referred to earlier in terms of the 
number of beasts available versus the abattoir 
capacity. 

(Mr Packer) A cattle tracing system would have 
been no help in the discussions we were having earlier 
about the allocation of beasts to abattoirs. 
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50. Would you not have known the number of 
cattle if you had a cattle tracing system? You said you 
did not know what the backlog was and you thought 
they were trying to rip you off and you did not really 
know. 

(Mr Packer) | did not say that, Mr Davies. I said 
I suspected the backlog was a lot less than it was and 
that suspicion proved to be well-founded. We know 
very accurately the number of cattle in the country. A 
cattle tracing system is not necessary to tell us that. 


51. But you would have known had you had a 
cattle tracing system in place on 20 March 1996 how 
big this backlog was that no one really knew how big 
it was. 

(Mr Packer) No, it would have been of no value. 


52. Would you have known how big the backlog 
was? 

(Mr Packer) No we would not have known that. 
The whole point is not a question of how many 
animals there are in the country, it is a question of 
intent and whether the farmer regards that animal as 
having reached the end of its working life and no cattle 
tracing system can tell you that. 


53. You would have had a database of cattle 
eligible for the Over Thirty Month Scheme. 

(Mr Packer) We are very well aware anyway of 
how many cattle are eligible for the Over Thirty Month 
Scheme. It only comes into play when the farmer 
decides that the animal has reached the end of its 
working life. Cattle tracing systems do not help with 
that. I may say that when we finally decided to go 
ahead with the cattle tracing system on 
value-for-money grounds the decision was by no 
means as clear-cut as you are suggesting. We 
eventually decided to do so for two reasons: one was 
it was clear there was going to be a European Union 
requirement which was in fact agreed shortly 
thereafter; and the second point was that its 
precondition in the Florence Agreement and there was 
no possibility of getting the export ban lifted.’ On 
strict value-for-money grounds while there are benefits 
as the Report states in having a cattle tracing system 
they are long-term. 


54. So you are saying that if you had a cattle 
tracing system you would be in no better position on 
20 March 1996 to know how many possible cattle 
there were to slaughter, whether there was capacity in 
the market, and you could not have got to the market 
price of £25 earlier and saved millions of pounds that 
you in fact loss because you did not have a system? 

(Mr Packer) Yes I am saying that. 


55. Can I ask on that question, you did not know 
what the market price was until you went for it which 
was £25 but as the price moved from £87.50 to £41 to 
£25 had all the animals gone to the abattoirs at £25 
how much money would you have saved the taxpayer 
and how much did you lose through not giving £25 as 
the market price? 


' Note by Witness: Text should read “and the second point was 
that there was a precondition in the Florence Agreement and 
there was otherwise no possibility of getting the export ban lifted. 
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(Mr Trevelyan) I think that is a question for me 
but I think it is hypothetical. 


56. I know it is hypothetical but how much would 
that value be? 

(Mr Trevelyan) We have not done that calculation. 

Mr Davies: Has the NAO done that? 

Mr Williams: Does it not say in paragraph 2.23 
that the dropping of the price to £45 was estimated to 
save £200 million over the potential period of the 
scheme, therefore since the £25 was approximately 
half of that figure, would it not follow that a further 
£100 million or thereabouts would have been saved 
had the £25 figure applied? It is called arithmetic. 


Mr Davies 


57. They are waiting 14 months for the computer 
system to arrive! 

(Mr Trevelyan) What I am concerned about, 
Chairman, is the headline figure “Intervention Board 
wastes £45 million” because that simply is not the 
situation we were in. 


Mr Williams 


58. I am surprised you could not give a simple 
figure like that, that is all. 

(Mr Trevelyan) You can calculate that sort of 
figure but it has no meaning in the real world because 
you are faced with a job to do in circumstances which 
are entirely different. We could not enter into 
competitive tendering in April 1996 as the NAO said. 


Mr Davies 


59. What was the price of £87.50 based on? 
Obviously it was not based upon a market price, it was 
not based upon a true knowledge of the number of 
cattle available or a true knowledge of the capacity of 
the industry. So what was it based on? 

(Mr Trevelyan) It was based on the assertion of 
the abattoir owners as to what it would cost them to 
service the Government’s needs at the time. We did 
not accept it and we said we will pay you that but we 
will do so on the basis that we will examine your 
books as soon as they become available. In fact, we 
were rather disappointed that they did not become 
available until August of that year but of course 
Coopers & Lybrand did have to work on clear months 
trading so they needed June and July and they needed 
to analyse those figures before they were available. 


60. So in the difference between the eventual 
market price of £25 and the £87.50 you paid originally, 
what proportion of that value will or has been 
recovered by the taxpayers from the abattoirs pulling 
a fast one? 

(Mr Trevelyan) 1 think we have made it clear that 
we did not consider we were in a position to recover 
any excess paid. 


61. Can I ask about the computer system for 
recording payments. I understand from the Report that 
it took 14 months longer than envisaged and that as a 
result there was quite a high incidence of low value 


errors as they are called. What do you think the actual 
cost of that delay was and could it not have been 
speeded up by investing more and getting it done 
more quickly. 

(Mr Trevelyan) {| think it is fair to say there was 
virtually no cost. 


62. So it would not have mattered really if there 
had been 15, 16 or 17 months’ delay. Is that right? 

(Mr Trevelyan) It would matter in terms of the 
quality of information which we give the industry. 
The NAO lists in paragraph 2.59 what they regard as 
the disadvantages of the Intervention Board not having 
a computerised system from day one. It normally 
takes us 12 months or so to build up a computer system 
for a new scheme. We had no notice of this scheme 
and those disadvantages are clear in terms of 
information, in terms of the amount of manual work 
we had to do. The one on which I might feel 
vulnerable is delays in making claims for 
reimbursement from the European Union. As I have 
said, we operated a safety first policy which led us to 
under-claim by eight per cent from the Community. 
In other words, we were claiming over 90 per cent of 
what was due to us. 


63. You will be claiming that money and 
presumably you will get the interest on the payment 
you apply for late or have you lost that as well? 

(Mr Trevelyan) 1 think we may have lost the 
interest. 


64. You mention that the rendering sector of the 
market was a cartel and it mentions elsewhere in the 
Report that the Calf Processing Aid Scheme was open 
to systematic deception. In light of that knowledge, 
do you not think it was unfortunate that we had no 
tracking system or computer payment system and in 
fact the Department had left itself open to be ripped 
off by organised deception within the industry? 

(Mr Trevelyan) 1am not entirely at home with the 
phrase “organised deception”. 


65. At the time it was acknowledged that there 
was a rendering cartel and the Report mentioned that 
the Calf Processing Aid Scheme was open to 
systematic deception. Would it not have been wise to 
have moved more quickly to a tracking system and 
computerised payment system? At least you would be 
disciplined in confronting a difficult market place. 

(Mr Trevelyan) The NAO’s conclusion on the Calf 
Processing Aid Scheme is that “errors in claims had 
occurred but checks carried out by the Board and 
action taken to address weaknesses were adequate.” 


66. On the timing of the introduction of these 
schemes, 3.48 makes out that the tracking system we 
have been talking about was delayed because of the 
general election. Is that just blaming politicians for 
the Civil Service dragging their heels? 

(Mr Packer) I did not read that paragraph as 
blaming politicians. It was merely stating a fact, that 
a final decision to go ahead had not been reached by 
the general election. That marginally held matters up 
because obviously it was necessary to put full 
submissions to new ministers whereas old ministers 
would have been aware of the background, but that is 
not a major factor and I would not claim it was. 
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67. Can I speak briefly about the diseased meat 
mountain of 350,000 tonnes of meat increasing by 
70,000 tonnes a year. What is the storage cost of this 
diseased meat and what are the long-term and 
medium-term health risks linked to having these piles 
of rotting meat? 

(Mr Trevelyan) I think it is a mistake to describe 
it as a diseased meat pile. It is correctly described in 
paragraph 4.4 of the Report as “stocks of meat and 
bone meal” and there is a parallel stock for tallow. 


68. It is not fit for human consumption, is it? 

(Mr Trevelyan) There is nobody that I am aware 
of who eats meat and bone meal and the market for 
tallow is very restricted as well, but it is not at all 
helpful to describe it as coming from diseased cattle. 
These are cattle that are only permitted into the scheme 
if they have no signs of infection from BSE. The 
important point of the exercise was to clear away cattle 
of over 30 months from the meat distribution chain 
since they were now a prohibited part of the 
marketing chain. 


69. What is the cost of storage of 350,000 tonnes 
of meat increasing by 70,000 tonnes a year? 

(Mr Trevelyan) Itis high. I have not got the figure 
right before my eyes but the storage cost is 
approximately £12 to £15 million a year.’ 

Mr Davies: Maybe you could let me know on 
that. Thank you very much. 


Mr Campbell 


70. Mr Packer, if I could start with you on a 
general question of interest at the moment. To the best 
of your knowledge has any estimate ever been made 
of the presumed savings to the industry of adding meat 
and bone meal products to animal feed? 

(Mr Packer) I am sure that there would be such 
calculations, Mr Campbell, but I do not have the 
figures at my finger tips. 


71. In your view would it be considerable savings 
or minor savings? 

(Mr Packer) They would certainly be noticeable 
because that is why the practice existed of adding it. 


72. Was there any particular action by the 
Government at the time which added to that practice, 
made it more widespread or more acceptable or more 
likely? 

(Mr Packer) No, the practice of adding meat and 
bone meal to animal rations is widespread and so far 
as I am aware ubiquitous throughout the developed 
world. 


73. Were there any changes in the regulations? 
(Mr Packer) Not of any significance. 


74. The way the feed was treated was the same as 
ten or 20 years previously? 

(Mr Packer) The rendering processes in the UK 
had changed but for quite different reasons. That is 


' Note by Witness: 350,000 tonnes of meat and bone meal 
currently costs about £7m per year to store. The figure quoted 
is the combined cost of stoning mbm and tallow. 
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well documented in the epidemiological investigations 
as to how BSE originated. 


75. Indeed. Can I move on to a phrase which has 
come up from a number of my colleagues and that is 
the question of panic. Is it the case that the delay in 
acknowledging the problem turned whatever actions 
were taken into panic and is it the case that the 
Ministry was then led into taking actions which you 
knew were not particularly useful or indeed necessary 
but you had to do them in order to restore confidence? 

(Mr Packer) I do not recognise your phrase “the 
delay in acknowledging the problem”. 


76. It was many many years before the then 
Government and the Ministry faced up to the link 
between what animals were being fed and the effect it 
was having on not only other animals but humans. 

(Mr Packer) Well, the source of BSE was 
discovered by MAFF way back in the middle 1980s 
and the evidence for an effect on man was not 
discovered until very close to 20 March 1996. 


77. Yes, and we are discussing the actions or 
otherwise that were taken in the middle of the 1990s 
rather than the middle of the 1980s. But let us move 
on. Is it not the case that because there was a degree 
of panic in what was happening, and to some extent 
that was understandable, the abattoirs really had the 
Ministry over the barrel? Mr Trevelyan said he had no 
knowledge of the detailed economics of slaughtering 
animals so the abattoir owners and the Ministry sat 
down and negotiated a price of £87.50. Did you ask 
what the previous price had been? 

(Mr Trevelyan) 1 think I made it clear, Mr 
Chairman, that there was no experience of operating 
the slaughtering industry without any commercial 
outlet for the by-products. 


78. But there must have been a price for slaughter 
before you began widespread slaughter? 

(Mr Trevelyan) Slaughter is normally free. 
fifth quarter normally pays for the destruction. 


The 


79. So it was the disposal of the by-products 
which was a problem? 

(Mr Trevelyan) ‘That is right, the hide and the 
offals. That was the tradition of the industry. So we 
were then in a position from a price of zero we went 
to N and what is N? 


80. Let me come back to N in just a second. You 
said, and again understandably, that the process 
appeared to be under pressure because of the backlog 
but is it not the case that you had no real idea of the 
size of the backlog for the first six months? If that is 
the case, why did it take you so long to get any 
accurate measurement for it? 

(Mr Packer) 1 have already indicated, Mr 
Campbell, that we considered the estimates of the 
backlog to be exaggerated and subsequent events bore 
out our suspicions that the backlog was very much 
exaggerated. The important point, of course, was to 
deal with the backlog and that the Board did by the 
actions that are described in the report and which Mr 
Trevelyan has described separately about increasing 
throughput which depended crucially on obtaining 
additional rendering capacity. 
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81. But you have talked about dealing with the 
backlog, my point is your dealing with the perceived 
backlog. Was it not the case that you could have gone 
to the abattoirs or the renderers or whatever and said: 
“Look, on our evidence”, although the reality is you 
did not have that much evidence, “we are not talking 
about a problem of the scale that you are telling us that 
it is’? 

(Mr Packer) It was not the slaughterhouses and 
the renderers who were stating the size of the backlog, 
it was those with an interest: farmers, auctioneers. 


82. So it was not possible for you, in a sense, to 
add an element of realism into it between yourselves, 
the abattoirs and the renderers? 

(Mr Packer) There is an extra dimension. We 
considered it was being exaggerated and, as I say, 
evidence showed that it was, but there was also the 
point that supposing we knew what it was, what were 
we going to do about it? That would only be useful if 
an accurate description of the backlog would lead to a 
development of priorities as to which animal should be 
dealt with first but there was no agreement amongst 
the industry in England and Wales what those 
priorities should be. Therefore, the more useful 
occupation was to take action to get rid of the backlog 
which was what the Board did. 


83. Let me just return to the abattoirs for a 
moment. According to the report, as I read it, nine 
of presumably the biggest abattoirs slaughtered half a 
million cattle. On my mathematics that is one every 
two minutes for every working day. The reality was 
that for the first six months they were receiving at least 
twice, and probably three times, as much as the real 
price for carrying out the work. Is that true? 

(Mr Trevelyan) It is not six months. 
price came in at the end of August. 


The new 


84. Yes, but even the new price was considerably 
above the £25 that you were ultimately going to be 
paying. 

(Mr Trevelyan) Yes. The slaughterhouses which 
were involved in the scheme, there is no question that 
they were making good money. 


85. And you decided not to reclaim the money 
because in effect you did not want to upset them 
because you knew there was a job to be done. 

(Mr Trevelyan) That is right. We did not believe 
we would have their co-operation. I should say as an 
example that the Northern Ireland  slaughterers 
withdrew their co-operation from the scheme for over 
a fortnight’ when we introduced the £41 and it was 
with great difficulty that we coped with the 
consequences of that. 


86. So they had you over the barrel that I 
mentioned earlier. If I can now move on to the 
selective cull. The National Audit Office Report 
describes in paragraph 3.26 key elements of the 
selective cull as “illogical”, for example in the way 
that membership of the cohort was defined. Do you 
agree with that assessment? 





' Note by Witness: In fact, the slaughterers were persuaded to 
resume work at the £41 rate within a few days. 
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(Mr Packer) It is true that the definition was 
improved. 


87. And as a result of this new criteria did you 
consider that your inspectors ought to have started 
their inspection of farmers again because they had 
already inspected 2,000 of them, had they not? Did 
you consider that? 

(Mr Packer) We did. That is covered in paragraph 
3.28 of the report. 


88. You considered it but you decided not to? 

(Mr Packer) Exactly so. As it says in the final 
sentence of that paragraph: “... the choice ... on the 
advice of the Ministry’s lawyers, was left to the 
farmer ...” 


89. Was that a risk that you felt willing to take 
because presumably, thinking logically rather than 
illogically, if it missed some on the first time they 
should have looked at it it meant that a risk still 
existed? 

(Mr Packer) On the basis of the selective cull, the 
selective cull—there is no secret—was not something 
which the United Kingdom Government of the day 
would have gone ahead with were it not for the 
international advantages of doing so. In other words, 
on strict value for money grounds it gives very poor 
value for money economically in terms of reducing the 
incidence. The point to which you have referred about 
the definition of cohorts is only relevant in a relatively 
small proportion of herds and the difference that the 
change in criteria would have made would have been 
very small indeed. 


90. Can I turn briefly to the question of the 
database and an answer that you gave to Mr Williams 
some time earlier. I would like to make two points 
about that. When an assessment was made of the cost 
of setting up a database I think the figure was £5.5 
million, your assessment now is nearer £20 million. Is 
that cost a result of your delay in setting it up? 

(Mr Packer) No. If I recall the section that you are 
quoting, I think the £5 million cost was what PA 
thought it was going to be, not what we thought it was 
going to be. 


91. So your estimate was that it was going to be 
considerably more? 

(Mr Packer) No, we asked for their advice. The 
cost of establishing the system is considerably more. 
Of course the job is different because the cattle tracing 
system also issues passports as well as doing the 
movements. As originally envisaged it would only 
have done the latter. We are not comparing 
comparable entities. 


92. Is there not another way of looking at the value 
of such a scheme and in this the example of Northern 
Ireland is an important one where such a scheme added 
to confidence about the situation, a confidence that 
existed in Northern Ireland that did not exist on the 
rest of the mainland? So it is not something that is 
simply measurable in terms of how much it would 
have cost to set it up. 

(Mr Packer) | think there is something in that. But 
one must remember that the extra confidence that 
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exists in Northern Ireland does not just exist because 
of the existence of the tracing system. 


93. I understand. 
(Mr Packer) ‘They also have very many fewer 
cases of BSE proportionately as well. 


94. Iunderstand that but nevertheless I am pleased 
that you acknowledge it may have been a factor. Could 
I move on to paragraph 4.26 and the anti-fraud element 
of your operations. Have there been any prosecutions 
for fraud yet? 

(Mr Trevelyan) Yes. 
successful prosecutions. 


95. And have they been successful? 
(Mr Trevelyan) Yes. 


96. You used the term “successful” so I assume 
that they have been. 
(Mr Trevelyan) In our terms, yes. 


We have had _ three 


97. Have you yet any estimate of the extent and 
cost of fraud because I believe I read that in one case 
the figure could have been as high as £1 million? 

(Mr Trevelyan) Yes. That is one individual case. 
Under the Over Thirty Month Scheme we regard the 
level of fraud as low. There have been one or two 
cases of misrepresentation of cattle. At a certain point 
in a very weak beef market, for example, it is 
attractive. 


98. So are you any nearer to getting an estimate of 
the amount of fraud that you believe may have existed, 
however conservative that estimate? 

(Mr Trevelyan) No, we do not have a figure for 
that. 


99. Are you looking to have one? 

(Mr Trevelyan) We are endeavouring. We have a 
general policy which we agreed with NAO that we do 
attempt to put a value on fraud but in this case we 
have not got one. 


100. For the life of me, it may be me but I cannot 
find any estimates of the cost of the whole scheme, the 
whole eradication of BSE beyond the years 2000-01. 
Do you have any estimates of how much it will cost 
in subsequent years? 

(Mr Packer) No. J think you are right in saying 
that is the only figure you have got in the 
supplementary memorandum that the NAO have put 
forward. We would expect the cost of the Over Thirty 
Month Scheme to be quite considerable for a number 
of years thereafter but it will gradually trail away. 

Mr Campbell: Thank you. My time is almost up 
and I think this is a comment rather than a question 
and it is not necessarily aimed at Mr Packer or Mr 
Trevelyan. I do not think in my relatively short time 
on this Committee that I have seen such a damning 
report such as sections of this report. Really I think the 
failure to face up to the problem earlier is an appalling 
indictment and the result of what I can only describe 
as bordering on criminal negligence in some cases. 


Mr Williams 


101. Before we go on, can I just clarify something. 
Several questioners now have asked about the possible 
backdating of the £41 fee. If we look at paragraph 
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2.24, the Board considered backdating to June 1996, 
which would have been a saving of about two months 
or it would have saved about £7 million. What it says 
there is that the Treasury favoured that proposition, so 
I assume that is the Treasury at official level. 

(Mr Mortimer) Ministerial level. 


102. But then it says, “With the agreement of the 
Agriculture and Treasury Ministers, the Board decided 
not to do so...” 

(Mr Mortimer) Well, it may be that Mr Packer can 
explain the situation. My understanding was that the 
Treasury raised this and, rather like the Committee, 
thought that there was a case in logic for backdating 
and asked the Ministry to consider backdating very 
carefully, and I think that is what the Ministry did, 
but came back and said that after discussions with the 
industry, they did not think that backdating was 
possible and the Treasury reluctantly agreed that the 
backdating should not take place. 


103. 
possible? 

(Mr Packer) I think this is a matter for Mr 
Trevelyan actually, although the important part of the 
last remark would seem to be that the Treasury agreed. 


Can I ask you, Mr Packer, why was that not 


104. No, that is not answering the question. The 
question is for what reason. That is the important issue. 

(Mr Trevelyan) 1 think, if my memory serves me 
right, I made a submission to Ministers recording the 
outcome of the negotiations we had been conducting 
with the slaughter industry and recommending that, 
after discussions with the Treasury, it would not be 
possible, as the Report says, to maintain the goodwill 
of the participants and backdate at the same time. We 
did agree with the Treasury at official and ministerial 
level that we would move as soon as possible to 
competitive tendering, so there was acknowledgement 
that we were in an unusual situation and that we had 
to operate in that manner. I should say perhaps in 
parenthesis that the Intervention Board almost always 
uses competitive tender—we do not need to be 
reminded of the benefits of that—but in this situation it 
was quite clear exceptionally that we could not use it. 


105. So you let the industry keep £7 million as a 
matter of goodwill? 

(Mr Trevelyan) It was an operating cost of the 
scheme, in our view. 


Mr Page 


106. Mr Packer, you have been Permanent 
Secretary since 1993. You are, I presume, aware of 
the work that was carried out by the National CJD 
Surveillance Unit at the Western General Hospital in 
Edinburgh, working on the connection between CJD 
and BSE? 

(Mr Packer) I am aware of that work, yes, in 
general terms. 


107. And who funds this work? 
(Mr Packer) The Department of Health. 


108. What communication do they have with the 
other committee, the BSE Advisory Committee 
constituted in April 1990, to provide independent 
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advice to the Ministry of Agriculture, Fisheries and 
Food? 

(Mr Packer) The CJD Unit in Edinburgh provides 
the Department of Health with data on the incidence 
of CJD and other matters and they produce an annual 
report and that is made available to SEAC, which is 
the acronym we use for the Advisory Committee. 


109. Was it at any time considered what would be 
the necessary action if such a link was established? 
March 20th did not come as a blinding shock to 
everybody surely. Surely you had contingency plans 
carefully honed over the years in case it happened? 

(Mr Packer) No, we did not have contingency 
plans, Mr Page 


110. Why not? 

(Mr Packer) ———and for very good reason. If I 
could take you back to the autumn of 1995, there were 
two disquieting trends. CJD had been discovered in 
two or three adolescents at that time and this, in the 
event, proved to be significant. CJD had also been 
discovered in a disproportionate number of dairy 
farmers. There was much more attention to the latter 
at the time than there was to the former. In order to 
produce a contingency plan, you have to know what 
precisely it is you are going to be dealing with. 
Obviously a contingency plan for dealing with CJD in 
dairy farmers would be completely different from one 
dealing with CJD in adolescents because there would 
be a higher probability that exposure did not come 
from food, but came in some other way. I am trying 
to help the Committee. That is one type of contingency 
plan. Did we have a contingency plan for supporting 
the beef industry? We were already aware by the 20th 
March that that support would need to be concentrated 
on farmers, slaughterers and renderers. We did not 
have the precise details of the Over Thirty Month 
Scheme in mind, but something very close to it was 
already being established. All these facts are well 
developed and in front of the BSE Inquiry. 


111. Have any indications of the progress of the 
CJD disease followed any anticipated profiles? 

(Mr Packer) No. I think it is fair to say the 
incidence is still highly unusual. 








112. So in fact are you saying that it could well 
be that this whole slaughter programme might prove 
to have been completely unnecessary? 

(Mr Packer) There is a large element of 
uncertainty in the future. Twenty-nine people have 
died, but of course the very strong probability is that 
they were infected many years ago. 


113. Interesting, interesting. If I can move on into 
the body of this Report, there are just one or two things 
so that I can understand them fully myself. On page 
29, paragraph 2.66, Mr Davies has already referred to 
the errors being discovered of some £17,000. Now, 
this is a remarkably small sample, but there are two 
factors about this. One is that these errors appear to 
have arisen at the abattoirs rather than the markets or 
incineration plants. What checking have you done? 
Have you run samples yourself because this is a 
small sample? 

(Mr Trevelyan) We have regular audit of the 
operation of the scheme and we now of course have 
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the ability to reconcile all the payments made with 
what our computer database says they should have 
been. We now have full control because throughout 
the operation of the scheme we kept a paper record 
and I think it is fair to say that in fact the error rate 
that we have found was slightly larger than the one 
which was found by the NAO. 


114. Is it all at the abattoirs or mainly at the 
abattoirs or have you found it split up at all or what? 

(Mr Trevelyan) 1 do not have that information 
before me, but there is a tendency for it to be the 
abattoirs. 


115. So what is your calculation of the total 
amount of errors? 

(Mr Trevelyan) I think it would be safer, Mr 
Chairman, if I were to send the Committee a note on 
that. This is emerging information within the agency.’ 


116. ILunderstand. Perhaps I could then just check 
a few points. Why was it not until August, and we 
have it in the Report, that the fact that farmers were, 
if I can call it, sliding in beef cattle, steers and heifers 
for slaughter because they were getting a bit more 
money, and farmers are skilled at that sort of thing, as 
we all know, but why was not that closed off at the 
start of the scheme? Surely one would have realised 
that there were two different prices being offered and 
anybody would want to go for the higher one, and then 
when was it spotted? 

(Mr Packer) 1 think your question is why were 
clean cattle allowed into the Over Thirty Month 
Scheme. 


117. That was right at the start. Why was that 
allowed? That is the first part of the question. 

(Mr Packer) We were very anxious not to provide 
any incentive for a circumvention of the rules. If 
people had clean cattle that were over thirty months 
which could not be entered into the Over Thirty Month 
Scheme since, as the report indicates, there was a 
prohibition on marketing those animals for human 
consumption, there would be a very strong incentive 
for people to market them for human consumption 
against the rules. That was the feeling. It was not just 
a feeling that we had, it was a point of view held very 
strongly by the European Commission as well. 


118. Yes, but they removed the distortion, did they 
not? I am not fully understanding this, and no doubt 
you can explain it to me. At one moment we had a 
distortion which was to avoid people circumventing it 
but that distortion was then removed. 

(Mr Packer) Perhaps you are referring to the 
top-up payment for clean animals that was introduced 
at the very start of the scheme. 


119. I am referring to paragraphs 2.38 and 2.39. 
Basically 2.38: “This distortion was brought to the 
attention of the Commission and was corrected...” 

(Mr Packer) We are back on the ratio. Yes, I 
agree that the Commission had not appreciated, and 
nor had we, that there would be a significant number 
of clean animals entered into the scheme. The ratio of 
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2:1, as the report makes clear, is accurate for culled 
COWS. 


120. Can we go back to my first question again. 
It was not appreciated at the start that this would 
happen, when was it discovered? 

(Mr Packer) Very quickly. We then asked the 
Commission to change the ratio. We did not ask for 
beef cattle to be excluded from the scheme for the 
reason I have already given. 


121. I understand that. 

(Mr Packer) We asked for the ratio to be changed 
to something which was more accurate, about 1.7:1, 
which was what it was eventually changed to. They 
were reluctant to do so because of the precise wording 
of the 3 April, 1996 Council provisions. 


122. You say it was soon discovered but if you 
take 20 March into August then quite a few months 
have taken place. You are saying the Commission took 
three and a half months to react? 

(Mr Packer) Yes. 


123. That is not very good, is it? 

(Mr Trevelyan) We did not have any experience 
of operating the scheme until May and the first culling 
took place on 3 May, 1996. 


124. So it was not three and a half months? 
(Mr Packer) It was three months. 


125. My last question is in fact tramping over 
ground that Mr Williams has spoken to both of you on 
and also Mr Davies. I am slightly at a loss. I know 
that you got the tick in the box from the Treasury and 
it is unusual for the Treasury to wimp out of getting 
any money back from any taxpayer or any industry 
that it possibly can, but in your response to Mr Davies, 
Mr Trevelyan, when we were talking about calculating 
the amounts of money that should be given to the 
abattoirs and the slaughterhouses you said that the 
payment was made on condition of examining the 
books. That is what you said. It was then discovered 
to be substantial profit, and I am not against people 
making a profit but I suggest a substantial profit. If 
that was a condition on which the contracts were 
originally let surely there must be greater grounds for 
going back and saying: “I really do think that we 
should have some of that excess profit back”? 

(Mr Trevelyan) The best we could do, Mr Page, 
was what is recorded in the last sentence of 2.24, that 
we “set the slaughter fee at the lower end of the range 
suggested by Coopers and Lybrand,” and we agreed 
with the Treasury that on a rough and ready basis that 
would involve a measure of recovery. Clearly the 
longer an abattoir stayed in the scheme the more 
recovery we would get. I have mentioned that one of 
the difficulties was that abattoirs at that time were 
coming in and out of the scheme so recovery was 
extremely difficult. 


126. Nevertheless in your evidence to Mr Davies 
you did say that payment was made on condition of 
examining the books but when you apparently tried to 
drive a tougher bargain you felt that you would not be 
able to succeed. 


(Mr Trevelyan) The NAO has commented that we 
were in a weak negotiating position in that period and 
I think that stands on the record. I have agreed to that 
statement in the report. 


Mr Davidson 


127. One of the things I always like about NAO 
Reports is the nice picture that you get on the front. 
The picture we have got on the front here, as I 
understand it, is spraying dye over the head of an 
animal to make sure that it does not go into the food 
chain. Why is that necessary? 

(Mr Packer) Because the infective tissues include 
brain, which is the single most infective tissue, and on 
the advice of the Government’s advisers we made the 
whole of the head, except the tongue, specified risk 
material which cannot be entered into the human or 
animal food chain. 


128. How might it enter the food chain in these 
circumstances? 
(Mr Packer) Theoretically you mean? 


129. It would be fairly difficult, would it not? If 
the animal was being specifically brought in because 
of the risk of BSE and specifically killed in order to 
be disposed of —— 

(Mr Packer) There is a misunderstanding. This is 
not necessarily an Over Thirty Month Scheme animal. 
The heads of all animals are kept out of the animal 
and human food chain, heads of all bovines. 


130. Why is it necessary to spray them with blue 
ink or blue dye because presumably everybody 
involved in the whole industry would know? 

(Mr Packer) They would indeed but unfortunately 
experience showed that some material at an earlier 
stage could not be accounted for satisfactorily so this 
dye that you see here, which is methyl V blue, was 
found so that when the animal is processed if by 
accident or by design parts of the animal get into the 
animal or, worse still, the human food chain the colour 
is visible. 


131. That is what I thought. Basically the whole 
system that you have is predicated on the assumption 
that neither the competence nor the honesty of those 
that are involved can actually be taken for granted. 

(Mr Packer) We have a system of checks. 


132. With that in mind I wonder if I can turn to 
the Cost of the Crisis Memorandum and paragraph 18 
about irregularities. It did seem to me that the number 
of cases involved here that were passed to the 
Intervention Board’s Anti-Fraud Unit was remarkably 
small given the scale of the whole operation and the 
amount of money involved. Would you just like to 
comment on that? 

(Mr Trevelyan) 1 think it may be for me to answer 
that. A large number of the irregularities were 
allegations to us that so and so was doing something 
that was outwith the terms of the scheme. I think if 
you think of the circumstances in which cattle are 
being sent to the slaughter, particularly once you have 
moved outside the area where there are large numbers 
of beef cattle going to the slaughter, the likelihood of 
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irregularity is not particularly high except in the 
slaughterhouses and _ possibly the rendering 
establishments where there is, as Mr Packer has said, 
a real possibility of diversion of meat to the 
commercial food chain which is well able to make use 
of cow beef as has been demonstrated. That is why 
the Intervention Board has an extremely tight control 
on the throughput of the slaughterhouses and 
renderers. We have a 24 hour control’ on both 
establishments of 100 per cent of throughput which is 
a very much higher level of control than is normally 
in place in the commercial sector. 


133. That is interesting and helpful. That sounds 
as if the system was really quite tight but unless I am 
mistaken these were cases that were passed to you by 
people ringing in or anonymous allegations or 
something similar. The final sentence of that paragraph 
says: “There was little likelihood that evidence would 
be found”, presumably on the basis that the evidence 
had been destroyed, the animals were gone or it had 
been reported too late? Going over the page to 
paragraph 19, what worries me is that there is mention 
here of three completed prosecutions and £120,000 
recovered to date and one case submitted for 
prosecution which amounts to over £1 million. Now, 
if that is one case for a million out of 310, that is a 
fairly insubstantial ratio and that is only of cases which 
were actually volunteered to you by people coming 
forward. Is it possible that that case for £1 million and 
the other cases would not have come to you if they had 
not actually been reported by somebody ringing in? 

(Mr Trevelyan) I should say that that individual 
case is not in the Over Thirty Month Scheme at all; it 
is in the Beef Stock Transfer Scheme. 


134. Whichever scheme it is in. 

(Mr Trevelyan) And there is always the possibility 
of misdescription in these events. As I was indicating, 
within the Over Thirty Month Scheme, once the 
scheme has settled down to deal with largely cull 
cattle, there is not a_ great likelihood of 
misrepresentation or any type of fraud because it is an 
old, spent cow from either the dairy or the beef 
industries, its destination is clear, and it cannot be sent 
around twice. 


135. I can well understand that point, but how 
could that case, one case, submitted for prosecution 
amount to £1 million? Presumably the cow did not go 
around a number of times. 

(Mr Trevelyan) That is a case, we believe, of 
misdescription. 


136. How would that have been picked up had it 
not been reported to you? Did you have a mechanism 
in place that might possibly have picked that up at all? 

(Mr Trevelyan) Yes, I do not wish to enter into the 
details of that scheme because it is approaching the 
courts, but, in principle, we have a verification scheme 
and the verification of the claims made to the 
Intervention Board either by our own staff or the Meat 
& Livestock Commission is clearly capable of 
producing a finding of this sort. 





' Note by Witness: In practice, abattoir slaughter only in daytime 
hours and night attendance is rarely required. 


Mr RICHARD PACKER and Mr GeorGce TREVELYAN 


[Continued 


Mr Williams: Can I just say, Mr Davidson, that 
you can always pursue that further when we go into 
closed session. 


Mr Davidson 


137. I wonder if I could just turn to the section on 
advanced payments, 2.53 onwards. It seems to me that 
there was £30 million’ paid out there and there is still 
£1.5 million outstanding, which is something like 10 
per cent or so. I wonder if you could just clarify for 
me how exactly we are still in that position because 
maybe farming is just another world, but where people 
are claiming benefits from the DSS or some similar 
agency, then arrangements would have been made by 
now to have had them collected back again and I do 
not quite understand why farmers should be any 
different. 

(Mr Trevelyan) Paragraph 10 of the NAO’s 
supplementary memorandum gives an update of that, 
Mr Davidson. 


138. It has reduced by £1.1 million then. 
(Mr Trevelyan) ‘That is right. 


139. And this is acceptable then, is it? 

(Mr Trevelyan) No, it is certainly not acceptable. 
We are pursuing the holders of advances who have not 
yet paid them to us through the courts at some cost to 
ourselves, but I should say that the proceedings so far 
have been cost-effective. We have spent about 
£200,000 in pursuing the outstanding cases and we 
have recovered over £2 million, so it is quite clearly 
the Board’s intention, and we give it all publicity, to 
recover all the payments made by us. 


140. I think you can understand why I am 
sceptical about your previous answers about the fraud 
being so difficult in the system when here we have 
over 10 per cent of that relatively small scheme of just 
advance payments when you then find difficulty 
getting it back in and there has been some irregularity 
and so on and so forth. Is there anything in all of this 
which leads you to believe that the systems involved 
might have been perhaps at fault and resulted in 
substantial irregularities and fraud? 

(Mr Trevelyan) There was no system, just to stick 
to this particular question, in place which could have 
given us 100 per cent guarantee of recovery when we 
made the advance payments because there was no 
system for linking the cattle on which we had made 
those payments with cattle eventually coming through 
the abattoirs in a number of cases. We knew that at 
the time we made the payments, but the decision was 
taken that the advance payments were needed because 
the industry was in great difficulty and it was linked 
to the existence of the backlog and because we could 
not guarantee to take the cattle off farmers’ hands until 
November of 1996, an advance payment seemed to 
be appropriate in July/August, but we have faced the 
consequences of that decision in terms of the difficulty 
of recovery and, as I have said, the process of recovery 
is cost-effective and we intend to largely achieve it. 


* Note by Witness: The Actual figure is £13 million (possibly 
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141. Could I turn, on the same theme, to paragraph 
4.27 where again we are dealing with the question of 
impropriety and irregularity and here we have issues 
of falsification of documents. It says here, “...in a few 
cases there appeared to be evidence of systematic 
deception on a wider scale...” Maybe you could just 
comment on that and clarify for me whether or not you 
believe that your systems that you have in place are 
likely to pick up all examples of that or whether or 
not these examples were identified by somebody again 
ringing in or letting you know that there was an 
irregularity. I think you can appreciate that we do 
find something which says “systematic deception on a 
wider scale” a bit worrying, particularly since it seems 
to contradict what you indicated to me earlier. 

(Mr Trevelyan) 1 believe that we have system 
checks in place. The NAO, in its Report on the Calf 
Processing Aid Scheme, did indicate that they felt that 
the controls were suitable for the purpose, but that is 
not to say that we are ever complacent and we assume, 
particularly where a scheme just depends for its 
eligibility on description, that the risk of 
misdescription is always there and, therefore, we have 
to have our inspectors in place and our follow-up 
checks. 


142. Could I just ask you about the scale of 
inspection and the number of inspectors. Were they 
increased because the work increased considerably 
because of the growth in throughput or did you 
struggle on with the same number of inspectors? I 
have listened earlier on to your describing, and I 
sympathise, the difficulties that you had in recruiting 
staff to deal with the clerical work and answering the 
phones and so on and so forth, but presumably the 
same thing must have been there for inspections, so 
presumably given that the information provision 
causes us some anxiety, presumably also the 
inspection of the whole process and the checking must 
also give us cause for concern? 

(Mr Trevelyan) Yes, I believe we have expanded 
our control operation to an appropriate level. More 
than 10 per cent of my staff in the Intervention Board 
are engaged in one form of control or another as 
distinct from the desk checks of the applications 
coming through to the operational side of the scheme, 
and I believe we have an appropriate level of control 
in those terms. 


143. I wonder if I could just turn to page 109, 
appendix 2, just on the question of the Intervention 
Board repurchasing stock, paragraph 31. Was this 
repurchased at the same price? 

(Mr Trevelyan) \ would have to give you the 
information on that. I do not have that information 
with me.' 


144. Because obviously we would be anxious 
were you selling it low and buying it high and I just 
wondered whether or not there was any information on 
that at all. Finally, on the question of the manipulation 
of markets, and I notice on page 113 that the Country 
Landowners Association mentioned the whole 
question of manipulation of markets here, saying, 
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“manipulating markets with dealers buying up 
animals at below nominal values with deals with 
abattoirs for preferential entry for these animals”, but 
were these points being made to you at the time and, 
if so, what steps were taken to make sure that action 
was taken? This to some extent reiterates one of the 
previous points. 

(Mr Trevelyan) Yes, these allegations were 
widespread. Indeed I think some of them were 
referred to the NAO which is why this Report was 
written. There were a great number of concerns that 
scheme rules were not being complied with at the time. 
One of the reactions to that particular suggestion, 
which effectively was that farmers were vulnerable to 
dealers offering them cash now because the 
Government could only offer them cash later, was the 
advance payment scheme, and that is one of the 
reasons why we put that in place. 


145. The very final point is the question of if you 
accept that the rendering industry is and was a cartel, 
what steps have been taken since to try and break that 
up? Did you pass this on to the DTI yourselves or 
anyone similar? 

(Mr Packer) There have been a number of MMC 
investigations into the rendering industry and the 
reports are on the public record. 


Mr Love 


146. Good afternoon, gentlemen. Mr Packer, how 
would you reassure a member of the public who had 
read this report that should, God forbid, another 
epidemic similar to BSE arise that your Department, 
and indeed the Intervention Board, would be able to 
deal with that efficiently and effectively? 

(Mr Packer) Things like BSE happily do not arise 
every day, Mr Love. The amount of attention given 
to BSE at all levels was wholly exceptional in my 
experience. Guarantees of the sort for which you are 
feeling of course cannot be given. I would, however, 
give it as my view that the response to the crisis was 
efficient. 


147. Let me just look at that because it seems to 
me that there were two broad aims that you tried to 
achieve in dealing with the crisis. The first was to 
support the market, and others have dealt with that at 
great length, but the second was to try to reduce the 
incidence of BSE. A lot of the actions that you took 
would cover both of those but as regards the public I 
suspect their major concern would be to eradicate 
BSE. I would like you to say whether you think you 
got that right because it appears to me from this report 
that a lot of the things you did to eradicate BSE were 
wrong but you ended up getting the right result. 

(Mr Packer) I do not think there is any evidence 
in this report which suggests that what we have done 
to eradicate BSE is wrong. 


148. Let me just press you on that because the two 
major areas as I see it are, first of all, the Traceability 
Scheme. Do you accept any responsibility for what I 
would characterise as complacency in the Department 
about the introduction of the Traceability Scheme? 

(Mr Packer) Complacency is quite the wrong 
description. As I have already told the Committee, 


22 MINUTES OF EVIDENCE TAKEN BEFORE 


30 November 1998] 


[Mr Love Cont] 

while traceability would be valuable in some respects 
of BSE it most certainly would not have dealt with the 
great bulk of the questions and it was by no means 
self-evident that such a scheme was needed. 


149. I take you to the points that were made earlier 
about the Agriculture Committee in 1990 
recommending this strongly about all of the indications 
about the spread of BSE within the cattle herds in this 
country. Do you think looking back on it now, and the 
word “‘panic” has been used, that some greater effort in 
that area would have been beneficial and indeed may 
well have saved the expenditure that is outlined in 
this report? 

(Mr Packer) Just to pick up one of your points, 
Mr Love. I am not aware of any panic in the Ministry 
of Agriculture about this. 


150. No, I was thinking more about the public 
perception. 

(Mr Packer) There may have been panic 
elsewhere. Cattle traceability is a small issue in the 
context of the points dealt with in this report in my 
view and that remains my view. 


151. Can I take you on to the selective cull. You 
have already explained that this was introduced very 
specifically not to support the market price and cost 
but to try and reduce the number of cases of BSE. On 
page 13, paragraph 1.8, it states quite clearly that at 
Florence on 21 June, 1996, I believe, the UK agreed 
to the policy that we would introduce a selective cull 
scheme. Do you think you lived up to the commitment 
that we gave at the Florence Council on that date? 

(Mr Packer) Ido not have the 





152. Did we implement it? 
(Mr Packer) I do not have the page in front of me. 


153. It is page 13 of the report which states: “The 
implementation of a selective slaughter programme to 
reduce more quickly the incidence of BSE.” Do you 
believe you lived up to that commitment? 

(Mr Packer) The selective cull was included in the 
UK eradication programme which was voted on in the 
Standing Veterinary Committee before it was included 
in the outcome of Florence. We have implemented a 
selective slaughter programme approved by the 
Standing Veterinary Committee. So far as I am aware 
the Member States and the Commission are happy that 
we have done so and it is now almost completed. 
However, as I indicated earlier, were it not for the 
international dimension we would most probably not 
have gone ahead with such a scheme. 


154. But, having agreed to do so, do you think you 
implemented it effectively? 
(Mr Packer) Yes. 


155. Can I refer you to figure 22 on page 63. 
There was a voluntary part of the scheme and a 
compulsory part. Why was that when something like 
6,000 herds were included in the voluntary part of the 
scheme? Do you think that effectively covered the 
scheme, the selective cull? 

(Mr Packer) There was a certain amount of 
bargaining here in the Veterinary Committee. There 
is one aspect which perhaps is not covered in the report 
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where I can help the Committee. The average 
incubation period for BSE is about five years so it 
follows that year classes as long ago as 1989-90 had 
already by late 1996 had the majority of the cases that 
they would and have now had almost all of them. So 
it follows that selective cull in that year class becomes 
progressively less useful as time passes. 


156. Can I ask you a question in relation to the 
cohort years. You changed that something like 18 
months after the scheme was introduced and all the 
people that you had covered by the original scheme 
were only covered afterwards voluntarily. Do you 
think that was an effective way to implement the 
scheme? 

(Mr Packer) The first line of paragraph 3.27 says 
that it was four months after the scheme had begun. 
As I emphasised earlier, we are only referring to a 
small minority of dairy herds. 


157. My understanding is that 2,100 herds had 
been visited up to that time which was a very 
significant number. 

(Mr Packer) ‘That is true but I was quoting from ~ 
the report. The great majority of dairy herds are winter 
calving so would have been unaffected by this change. 


158. Would it be correct to characterise the. view 
of the Department as “we were already covering the 
difficulty with the Over Thirty Month Scheme and 
therefore we did not really need to live up to the 
commitment that we gave at the Florence meeting to 
carry out this selective cull”? 

(Mr Packer) No, that would be 


159. It sounds very much like what you are saying. 

(Mr Packer) Of course there was a period of 
political indecision but when the decision was made to 
go ahead with the selective cull in December 1996 it 
went ahead with full commitment. But going ahead 
with full commitment is subject to the rider, which I 
must repeat again, that in terms of reducing the number 
of cases of BSE it was always recognised that the 
selective cull was a poor instrument. 





160. You said earlier on in answer to someone 
else, I cannot remember exactly which Member, that 
the selective cull was not good value for money. I 
think those were the words that you used. I wonder 
whether you would characterise the Over Thirty Month 
Scheme as good value for money in terms of the 
eradication of BSE? 

(Mr Packer) In terms of the eradication of BSE is 
not how I would look at it because the Over Thirty 
Month Scheme has at least three components. One is 
to protect the public. The second is to support the beef 
market from material which would otherwise probably 
be unsaleable and would result in costs via extra 
intervention. The third is to increase confidence both 
at home in terms of domestic consumers of there being 
potentially infected meat kept out of the system, but 
also, as the Report records, it is another part of the 
requirements of Florence. Those are the criteria 
against which the scheme should be judged. 


161. Would it be fair to say then that the massive 
priority of your Department during this whole exercise 
was to stabilise the market for beef cattle and that the 
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eradication of BSE, as you have seen it, because the 
matter had already been dealt with through the feed 
that was delivered to the cattle, that the eradication of 
BSE was very much a secondary issue in relation to 
the way that the money was spent? 

(Mr Packer) No, I would not put it like that. The 
first priority has always been to protect the public. 
There is a series of subordinate objectives to that, one 
of which is to eliminate BSE and another of which is 
to stabilise the market which in itself has beneficial 
effects on public expenditure via the interventions and 
so on. The potential costs of interventions from a 
collapse in the beef market are very, very large indeed. 


162. There are, as I understand it, still a small 
number of cases of BSE arising, and a figure like 4,000 
comes to mind. 

(Mr Packer) We are anticipating perhaps 3,000 
this year, yes. 


163. The selective cull has stopped, as I 
understand it. Are you confident that the measures you 
are now taking will be able to deal with those 3,000? 

(Mr Packer) The selective cull will have reduced 
the number of cases of BSE by a relatively small 
margin from what otherwise would have been the case. 
The predictions are that BSE will continue so that by 
2000 we will be below 1,000 cases a year and in the 
following year hopefully very much lower than that. 


164. Can I refer you to the page opposite page 1, 
the Executive Summary, and the table headed 
“Expenditure on BSE-related Schemes...” I looked at 
the bottom of that and it says, “Research into BSE” 
being £10 million and £12 million. Do you think that 
was an adequate response to this whole crisis and the 
sums of money that we were spending on the other 
areas of market support? 

(Mr Packer) Well, we have spent quite a lot of 
money on research and development since BSE was 
started. In the period 1987 to 1997, the UK 
Government spent £61 million on _ transmissible 
spongiform encephalopathies of which £37.5 million 
has been spent by MAFF and the rest by all the 
research councils and the Department of Health added 
together. However, I would add a further point which 
is that, first of all, the full amount of money spent on 
research is not included in the figures for technical 
accounting reasons, because we had to build cattle 
sheds which cost a lot of money and they are charged 
against departmental capital as opposed to the research 
budget. Also research cannot be expanded very, very 
quickly because there is a need for trained people to 
do it and it is the people doing it are even more 
important than the money. 


165. Finally, because I have been given my 
marching orders, let me rephrase my original question 
in relation to the issue of the eradication of BSE which 
I consider to be the primary concern of the public, not 
the support. I understand why we need to support the 
market and I do not object to the measures which were 
taken, but the primary concern of the public is the 
eradication of BSE. I believe that the Report shows 
that you were complacent on the traceability scheme, 
which is one of the direct measures, and I believe that 
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you implemented very half-heartedly the selective cull. 
What confidence, therefore, do you think this Report 
gives to the public that we have really rooted out BSE 
in the way that we were supposed to do? 

(Mr Packer) I have already made clear to the 
Committee, I think, my views that the traceability 
system and the selective cull are largely irrelevant to 
the eradication of BSE, subject to the caveats I have 
already made. However, it is our view, and it is the 
view of independent observers, that BSE is on the way 
to eradication within a short timescale. Of course it is 
very important to remember that with an incubation 
period of four and a half to five years what we see at 
any given period reflects the circumstances of four and 
a half to five years previously and that is something 
which must never be lost sight of indeed in thinking 
about BSE. 

Mr Love: If I could just comment, it is not a 
question, Chairman, I accept that if you look at it 
strictly from a scientific viewpoint or indeed from a 
Statistical viewpoint, the difference that these two 
policy issues would have made to that is fairly 
minimal, but the reality is that this Committee is 
supposed to look at it from the public’s viewpoint and 
the concern of the public about the implications of 
BSE not only for them, but indeed for the cattle 
concerned. 


Mr Twigg 


166. Mr Trevelyan, can I ask you first to go back 
to the issue of selection of abattoirs and renderers. On 
page 26, in 2.15, it talks about “The selection of those 
best placed to participate in the scheme took account 
of advice from the abattoir trade associations”. What 
weight did you put on that advice? 

(Mr Trevelyan) Yes, this is in terms of the 
operation of the cull from the earliest days. As I think 
we have made it clear, we had no direct experience of 
contracting for the slaughter of cattle; that, up until 
that point, had been the job of farmers seeking to send 
their cattle to market and to the slaughterhouse. 
Therefore, we had to enter into the arrangement in the 
most open way possible and we consulted very widely 
indeed and put a great deal of weight on the advice we 
received, particularly in areas which had, I think, never 
been explored before which were the links between 
slaughterhouses and renderers and the techniques to be 
employed in rendering whole carcases which of course 
was a completely unknown practice before that date. 


167. So is it true to say that you put significant 
weight on the advice from the trade associations? 
(Mr Trevelyan) Yes. 


168. Which associations did you consult? 

(Mr Trevelyan) The associations we consulted are 
largely those which the NAO themselves consulted, as 
you will see recorded in the appendices. 


169. Did you consult the Association of British 
Abattoir Operators? 

(Mr Trevelyan) We did. They put a particular 
point of view, as the Report has indicated. There were 
those whom we selected for collaboration and those 
whom in large part we did not. 


24 MINUTES OF EVIDENCE TAKEN BEFORE 


30 November 1998] 


[Mr Twigg Cont] 

170. Why do you think they thought it was an 
arbitrary selection procedure? 

(Mr Trevelyan) I think because they felt that in 
large measure very few of their members were 
operating the scheme and that is one of the areas of 
contention of course, the ins and the outs. 


171. So if there is an element of self-interest 
involved in the selection of these associations, how 
confident could you be that their advice was absolutely 
worthwhile having? 

(Mr Trevelyan) We consulted all the associations 
and I myself had a number of representations directly 
from the Association of British Abattoir Operators so 
that it was not that we were only listening to one side. 
What we had to do was to listen to both sides or to all 
sides and I think that one of the most satisfactory 
elements of this Report is that the NAO agrees that 
there was no suggestion of bias in our operation of 
the scheme. 


172. They think it was a bit arbitrary. The issue 
of determination of slaughter fees has been referred to 
by a number of Members. What I have not quite been 
able to be clear on from your answers is how it was 
so wrong, so far out, in terms of the estimate made 
and the actual cost. 

(Mr Trevelyan) This is the computerisation? 


173. No. I refer you to page 30, paragraph 2.22, 
the determination of slaughter fees. 

(Mr Trevelyan) Yes. I am not sure if there is any 
more I can say in relation to that. The £87.50 was the 
offer we made to the industry after they had suggested 
£129 and we made it in the full knowledge that we 
had no information about the running costs of 
slaughterhouses where they could not be recouped 
from the sale of offals. 


174. So how did you determine that figure then? 
Was it a figure in the air? 

(Mr Trevelyan) It was a process of negotiation. It 
was two-thirds of the price asked for by the industry. 


175. If they had asked for £200 they would have 
got two-thirds of that, would they? 

(Mr Trevelyan) I do not think I can answer that 
question. We have had a number of hypothetical 
questions put to us. This was the operating 
environment we were in and we believed an open 
books operation 





176. You did actually say that it was two-thirds of 
the figure put on the table. You made the statement, 
not me. 

(Mr Trevelyan) That is simply fact. On this 
particular occasion we settled at a price approximately 
two-thirds of what the industry was asking for but on 
an open books basis whereby it could be reviewed. 
The prospect was there of backdating it to 6 June. 


177. So it was actually a gamble then really. 
(Mr Trevelyan) It was a ranging shot. 


Mr Williams 


178. Are you saying that two-thirds was the target 
that you set or that it was a coincidence and it ended 
up at two-thirds? 
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(Mr Trevelyan) 1 shall regret having drawn that 
relationship to the attention of the Committee. It was 
approximately two-thirds. It was less than the industry 
was asking by a larger margin and we did it on an 
open books basis. We did not feel, given the urgency 
of setting the scheme in place, that we had many other 
options. The regulation approving the opening of the 
scheme was agreed on 29 April and the Over Thirty 
Month Scheme opened for business on 3 May. That 
is an extremely short run-in time for any scheme and 
we were negotiating during April on that assumption 
that there would be such a scheme. Beyond that I do 
not think I can describe the circumstances any more 
clearly. 

Mr Twigg: Do you regret the determination of 
that figure then? 


Mr Page 


179. Damned if you do, damned if you don’t! 

(Mr Trevelyan) {| think it is fair to say, as I have 
stated already and I have risked my reputation as an 
Accounting Officer, 





Mr Twigg 


180. We will come to that later. 

(Mr Trevelyan) 1 accepted that it was a necessary 
operating cost of the scheme. I have said that one of 
the things which reassured us was that we knew the 
scheme would be in operation for a long period of 
time, as Mr Packer has said, probably another 15 years, 
and therefore if you regard this as a start-up payment 
to attract interest Coopers & Lybrand talked about 
it as an incentive to attract attention. We were not 
clear at the beginning of the scheme whether we would 
have any take-up. 


181. It was an incentive to attract attention? 
(Mr Trevclyan) An incentive to the abattoir 
industry to participate in the scheme. 





182. You were throwing up wild figures to get 
them interested. 

(Mr Trevelyan) The industry were very uncertain 
as to whether they should participate in the Over 
Thirty Month Scheme because of the risk. 


183. That is interesting. I may have misheard you 
before and I do apologise if I did but on the issue of 
the open books you said you were disappointed the 
books did not become available sooner, is that correct? 

(Mr Trevelyan) Yes. We had not realised that it 
would take as long to produce the books as it did but, 
of course, once we went into details with Coopers they 
made the perfectly sensible point that they needed two 
months’ figures before they could reach a conclusion. 


184. For my benefit could you just say when you 
expected the books to be available and when they 
actually were? 

(Mr Trevelyan) I am open to correction but we 
mentioned to the industry the possibility that we would 
backdate—this is the beginning of paragraph 2.24— 
we would look at the price again post-16 June. We 
had rather hoped the figures would become available 
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shortly after that. In other words, we would be running 
the scheme for six weeks or so on £87.50. 


185. So it was a little bit later? 
(Mr Trevelyan) Yes, it was later. It was in August. 


186. Can we return to our friends in the 
Association of British Abattoir Operators and the 
points in NAO appendix three. They made the point 
that they “thought that the initial slaughter fee on the 
Over Thirty Month Scheme was some three times a 
commercial rate of about £40 an animal and that the 
Government had therefore paid out more than it 
needed”. Would you care to comment on that? 

(Mr Trevelyan) Yes. They made that point to us. 


187. You consulted them on the figures? 
(Mr Trevelyan) They came to our door. 


188. And they suggested £40? 

(Mr Trevelyan) They suggested that they could do 
the job for less than those abattoir owners we had 
selected. 


189. Were they correct? 

(Mr Trevelyan) When we were able to go to 
competitive tendering we reached a price which was 
lower than they had indicated. 


190. Can I just go to page 45 and this is for Mr 
Packer possibly. It is the issue of the interim system. 
The report says that there was a considerable amount 
of manual work, an inability to carry out adequate 
checks, eg to ascertain whether the same animal had 
been included on two or more claims—a slightly 
important issue—and difficulty in recovering advances 
from subsequent payments. How do you feel about 
that? 

(Mr Trevelyan) I think those are for me. As I 
indicated earlier on, it was inevitable if we did not 
have a computer system that we would have to pay on 
a manual basis. 


191. We know that. 
comments. 

(Mr Trevelyan) Well, yes. The second two bullet 
points, if I can point you to those, relate to a temporary 
situation. I agree that if that had remained the case we 
would be open to serious criticism. Because we were 
keeping a complete record, a one hundred per cent 
record, of two and a half million animals going 
through the scheme with every ear tag recorded we 
had the potential, once we had entered those into the 
electronic database, 


They are quite damning 





192. You have not told me how you feel about 
that. Do you feel that is a justified criticism? 

(Mr Trevelyan) If you let me come to my 
peroration. 


193. We are short of time. 

(Mr Trevelyan) The fact is that data entry has now 
taken place and neither of those two conditions that 
are indicated there now remain. 


194. Were they there at the time? 
(Mr Trevelyan) Was I there? 


195. Did they occur? 
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(Mr Trevelyan) No. At the time of the audit we 
did not have the ability. If you are asking me at that 
point in time could I run a system to show there were 
no wrong payments, my honest answer is no. 


196. Could I ask when you set this system up did 
you do a risk analysis? 

(Mr Trevelyan) 1 do not think we did a risk 
analysis at the time. 


197. Is it not standard management practice to run 
a risk analysis? 
(Mr Trevelyan) It certainly is 


198. Or is it not in your Department? 

(Mr Trevelyan) No, we have risk _ control 
procedures. The risk control procedures, as the NAO 
said, in relation to the scheme were adequate. We 
have in fact got a great number of controls in place. 
What we did not have 








199. Obviously they were not adequate in this 
case. 

(Mr Trevelyan) They were not adequate to satisfy 
an auditor who came in in mid-scheme and said: “can 
you reconcile every payment made on every animal?” 


200. 
the task. 

(Mr Trevelyan) I think I have taken you through 
that, Mr Twigg. Originally we thought we would have 
a very simple scheme run through markets only——— 


201. So you under-estimated it? 

(Mr Trevelyan) and we could control it with 
six or seven datafields. The political decisions were 
then taken to change it. 


It talks about under-estimating the size of 





202. Again you can correct me if I am wrong but 
I would like to move to competitive tendering. 
Obviously different materials are disposed of. Are you 
now in a position, or have you already done so, to 
go into a competitive tendering situation for all these 
different parts of the programme? 

(Mr Trevelyan) Are we talking about meat and 
bone meal and tallow? 


203. Yes. Everything that is a product of this that 
has to be disposed of. 
(Mr Trevelyan) Those are the only two products. 


204. What about blood? 
(Mr Trevelyan) Blood is categorised along with 
meat and bone because it is another meal. 


205. But it is dealt with separately? 
(Mr Trevelyan) It is dealt with in the processing 
of. 





206. As I understand it there is only company in 
the country, certainly on the mainland of Great Britain, 
that deals with it. 

(Mr Trevelyan) That is right. Once it has been 
made into blood meal then it has to be incinerated 
along with the meat and bone meal. 


207. Yes, but as I understand it a company that is 
in my constituency has that contract. 
(Mr Trevelyan) Yes, that is right. 
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208. Was that just given to them because there 
was no competition? 

(Mr Trevelyan) That contract, I would have to 
advise you on whether the blood meal contract was 
let competitively, but it would certainly be part of the 
rendering process as a whole. 


209. But you are not sure? 
(Mr Trevelyan) I would have to get you that 
information as to whether that was separately done. 


210. Even though there is no competition? 
(Mr Trevelyan) There is competition for the whole 
rendering process. 


211. For this specific product? 
(Mr Trevelyan) 1 would have to get you that 
information. 


212. Can I move to a question to you both. As 
the accounting officer for the Board, what is the main 
objective set for you? What is written down for you 
as your objective? 

(Mr Trevelyan) Ihave a number of objectives 





213. As an accounting officer. 

(Mr _ Trevelyan) as an accounting officer, 
which are regularity and propriety in _ public 
expenditure, which are my principal concerns. 





214. Do you think you have met those objectives 
in this case? 

(Mr Trevelyan) We have taken every step possible 
to ensure regularity of payments, which the National 
Audit Office acknowledges, and I do not believe there 
is any evidence of impropriety in terms of payments. 


215. Permanent Secretary, could you tell us what 
your objectives are as an accounting officer? 

(Mr Packer) 1 would add one thing to what Mr 
Trevelyan has said, so regularity, propriety and value 
for money. 


216. Do you think we have got that in this 
situation? 

(Mr Packer) We have got regularity and propriety. 
I have made a number of remarks about value for 
money as we have gone through. If there had not been 
a crisis, no doubt better value for money would have 
been obtained, but we are dealing here with the 
circumstances at the time. 


217. So value for money would change depending 
on the circumstances and your objectives take account 
of that? 

(Mr Packer) I think objectives are obviously 
related to circumstances, yes. 


218. Value for money as well? 

(Mr Packer) The objective of achieving value for 
money is independent of circumstances and the degree 
to which it can be achieved is obviously dependent on 
the circumstances, and that must be a truism. 


Mr Williams 


219. I have one final question before we go into 
closed session. What actions does each of you have to 
take before exports can now recommence? 
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(Mr Packer) I think that is a matter for me, 
Chairman. Of course in the case of the Export 
Certified Herd Scheme, which is limited to Northern 
Ireland, exports are taking place already. I think you 
are referring to the Date-Based Export Scheme where 
we have to finish the voluntary cull, we have to finish 
the maternal cull of animals, and then there has to be 
a further Commission inspection of the systems in 
place. At the same time domestically we have to put 
in place the controls on the appropriate 
slaughterhouses that will be dealing with Date-Based 
Export Scheme material, so there is a significant 
bureaucratic process which will take some months. 


220. And some months is your best estimate? 
When you say “some”, how broad is “some”? 

(Mr Packer) I think we are talking about spring or 
late spring 1999. 

(Mr Trevelyan) Could I just make one point? I 
hesitated on the question of blood meal as to whether 
it had been let through the same competitive tendering 
as meat and bone meal and the answer to that is 
affirmative, that it was, so it was at the same price and 
there was the same competition. 

Mr Williams: Thank you, gentlemen. 


[EVIDENCE TAKEN IN PRIVATE] - 


Mr Page 
221. I would just like to ask one or two quick 
questions. The first thing is Fibrogen—is that a 


company which was already in receipt of a current 
NOFFO contract? 


(Mr Trevelyan) Yes. 


222. And, therefore, in going down this route, you 
absolved them of their contract to supply NOFFO, the 
non-fossil fuel 

(Mr Trevelyan) 
of this year. 


223. It will expire at the end of this year? 

(Mr Trevelyan) As I understand it, their deal with 
NOFFO. NOFFO provides a higher price for 
electricity generated from fuels of an approved source 
and that is an arrangement which, as far as Fibrogen 
is concerned, came to an end at the end of this year. 





Their contract expires at the end 


224. So now that you are putting a different 
product through, was and is any subsidy being given 
to Fibrogen for them to feed the National Grid? 

(Mr Trevelyan) No. 


225. So they are in open market competition in 
supplying the Grid? 
(Mr Trevelyan) Yes. 


Mr Wardle 


226. I realise time is short and I should declare 
what I think Mr Page was declaring, a past 
involvement with the DTI and the administration of 
NOFFO in past years. What is the net worth of 
Fibrogen, C&AG? What are the net tangible assets of 
Fibrogen? If you cannot answer straightaway, that tells 
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me something. Thank you. Who are the shareholders 
of Fibrogen? 

(Mr Trevelyan) We have information on that as a 
result of our own 


227. I am sure you have, but who are the main 
shareholders of Fibrogen? This Committee would like 
to know, or at least one Member would. Do you 
know? Do you have it at your fingertips? 

(Mr Trevelyan) Yes, we do, but I would not like 
to state it without having a listing. I have full listings 
on my files. 





Mr Williams 


228. Please give us as much information as you 
possibly can. You have some colleagues behind you, 
so we are willing to wait a moment or two and move 
to another question if someone else is able to get the 
information for you.’ 

(Mr Trevelyan) As you probably know, they are a 
wholly-owned company of another company. 

Mr Wardle: I do not know any of those details. 
I have not seen them. I am bound to say, Chairman, 
that I am deeply suspicious of the need to hold this 
session in camera, as it were, because it seems to me 
that the only thing that needs to be kept hidden is the 
extraordinary nature of the deal that appears to have 
been done on the basis of the information we have just 
had. Let me move on 





Mr Williams 
229. Before we move on, you say it is 
wholly-owned by another company, but what 


company? 

(Mr Trevelyan) The holding company is one 
which is described as Fibrowatt. There is a whole 
network of companies 





Mr Wardle 


230. Chairman, may I ask the C&AG why we 
were not informed of that? Let me ask the C&AG 
straightaway, what is the network of Fibrowatt? 


(Mr Le Marechal) We do not have _ that 
information. 
231. You do not have that information? Let me 


move on. The other eight chosen bidders under the 
restrictive procedure outlined by the EC Directive, 
were they given a similar opportunity to collect £5.7 
million of taxpayers’ money for an exercise like this— 
yes or no? 

(Mr Trevelyan) They were all invited to state their 
terms for doing business with the Intervention Board 
and we have done business with them on the terms 
they have asked for. 


232. So that is the long-winded way of saying that 
they did not have £5.7 million of taxpayers’ money 
dangled in front of them to convert their plant? 

(Mr Trevelyan) There is no reason for my not 
stating here that the next most probable or one of the 


' Note: See Evidence, Appendix 2, page 33 (PAC 98-99/52). 
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most probable tenderers is Prosper de Mulder. Prosper 
de Mulder have no need of this funding. 


233. That is not answering my question. Were the 
others made aware that £5.7 million was being offered 
to one of the bidders? 

(Mr Trevelyan) No, that is the reason, the only 
reason why we sidelined a certain amount of 
information to this Committee, that it seemed to us 
that our negotiating position would be weakened with 
the other companies if they knew that we had in the 
circumstances accepted. 


234. Made every day like Christmas for this 
particular one. It says in this so-called confidential 
letter that the advantage here was conversion of plant 
as opposed to new build. How long would it have 
taken any of the other bidders to complete a new build 
to this sort of capacity? 

(Mr Trevelyan) Approximately two years. 


235. And how long would it have taken this 
company? Have you looked at the date of the bid? 
Would it be the best part of two years before this 
would be on-stream? 

(Mr Trevelyan) From the date of contract, and we 
would not expect anybody to undertake conversion 
until the contract was completed, from the date of 
contract, nine months. 





236. Time, I know, is limited, Chairman, but there 
is just one other avenue of inquiry, if | may. You say 
the Board is advancing £5.7 million to Fibrogen. It 
appears to be being repaid over three years for which 
they have a contract. That is repayment of £1.9 
million a year which presumably, grossed up for 
corporation tax, would be £2.7 million. So you are 
saying even on this reduced level of £62 a tonne 
Fibrogen can look to a return on capital employed of 
50 per cent. Not a return, a gross margin of 50 per 
cent, is that correct? Not even a gross margin, a net 
margin of 50 per cent. 

(Mr Trevelyan) On this capital? 


237. And you are saying that they have a contract 
for three years which will not eliminate the backlog. 
You are saying it is going to give an increase in 70,000 
tonnes a year and they are going to deal with roughly 
75,000 tonnes a year. It seems to me—forgive the 
haste—that you will hardly have made a dent in the 
350,000 tonne backlog although another incinerating 
company will reduce that by 45,000 tonnes a year. All 
of that means, does it not, that at the end of this three 
year contract Fibrogen will have got a fully paid for 
plant courtesy of the taxpayer paid off in three years 
and will be operating on a huge margin for any further 
work they do for you and they will have you over a 
barrel because they know they have got the capacity 
and they know you will need the capacity? Where is 
the commercial nous in any of this? How did the 
Treasury approve any of this? I am rattling these away 
to get them on the record, so forgive me. What will 
happend if Fibrogen’s bankers put the company into 
receivership? They have got a first and floating 
charge, an exception to the normal rule where the 
Government is a preferential creditor. You have a set 
of bankers or a banker, I do not know, we have not 
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been shown any accounts, who have got this debenture 
who at any stage can put the company into 
receivership at which point no doubt they have the first 
charge on any plant and equipment that has been 
supplied and they can help themselves to it and set up 
elsewhere and no doubt decide to offer you 
incinerating capacity through some other company. 
Why is the taxpayer, through you, in such a 
vulnerable position? 

(Mr Trevelyan) The taxpayer has few alternatives. 
That is the view we have taken. There are, of course, 
limitations to the utility of competitive tendering. 


238. You can say that again. 

(Mr Trevelyan) We have followed the best 
available practice to the Government in engaging 
suppliers of services in these circumstances. We have 
driven the price down from £200-plus a tonne, which 
was the price quoted by the NAO when they did the 
report in 1997, to just over £60. 


239. Courtesy of a £5.7 million loan which does 
not have any visible security in the first stages. 

(Mr Trevelyan) {should make it clear that the loan 
is in effect our funding the capital development. It is 
paid on invoice and on certification by our technical 
consultants. 


240. But you do not have a first charge over the 
company’s assets, the company will take ownership of 
that once that certification is provided by a consulting 
engineer who has been on the company’s balance 
sheet. You do not have a first charge. 

(Mr Trevelyan) Yes, we do.’ 


241. How on earth did the Treasury approve 
these procedures? 

(Mr Trevelyan) The circumstances were the same 
as we have discussed in various other areas. The 
Government has few alternatives. We have reduced 
the price very significantly. We are in an exposed 
position and I felt bound to expose this position to the 
Committee because it would have seemed wrong to 
come and discuss disposal without indicating the terms 
on which we were undertaking them. This is an 
uncomfortable period for the Government, I make no 
secret of that. At the end of the process there will be 
a plant which is converted specifically for burning 
meat and bone meal. It is not easy to give a worth of 
that once that process has been gone through, so that 
is speculative. It is quite clear that this company, if it 
completes the contract successfully, will have had 
three years’ successful trading at the taxpayer’s 
expense. 

Mr Wardle: Chairman, I wish to place on record, 
I know my time is up, this deal—I can only call it 
a deal—seems to be riddled with irregularities. The 
Government is not in the role of a venture capitalist in 
any form, I am astonished that Mr Trevelyan should 
seek to make a virtue of the fact that he has told the 
Committee when I should hope so too, it seems that 
we have not been told enough. 





' The Board’s charge will take effect immediately the banks are 
repaid but there is one other existing creditor, owed £1.5 million 
who will want it first. 
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Mr Williams: Can I ask you both to look at the 
record, at all of the questions because Mr Wardle has 
raised some very important questions. We would like 
full answers on them. The fuller you make them the 
less likely it is that we will need to call you back at 
the start of another hearing to finish this hearing. I 
would appreciate the fullest possible answers.” 


Mr Davidson 


242. I wonder if I can just follow up the question 
of prosecutions and fraud and refer in particular to the 
additional report, page six, paragraph 19, where it says 
that the Board’s records show that some £120,000 has 
been recovered to date. I am not clear whether or not 
the £120,000 is the total amount for which recovery is 
sought or whether or not that is going to be the 
advance payments and that is a percentage of a bigger 
sum, but £120,000 has come in so far and a much 
larger sum is to follow later on. Can you clarify that 
for me? 

(Mr Trevelyan) | think it would be better if I wrote 
in on that also' because we have a large number of 
cases outstanding at the moment. I could not readily 
answer that. I will just consult my colleagues. I would 
need to go to my Anti-Fraud Unit to get a full read out. 


243. When you say you have a large number of 
cases outstanding, is this beyond the numbers that are 
mentioned here? 

(Mr Trevelyan) No. 


244. Can you just clarify this question of the sum 
involved of over £1 million, whether or not that is 
something that is likely to be absolutely and utterly 
unique? If I thought this was something that might 
have been done by a number of other people but had 
not been picked up I would be much more concerned. 

(Mr Trevelyan) It is a one-off. In the Beef Stock 
Transfer Scheme if a trader described as eligible some 
product which was ineligible then he gained major 
advantage. That opportunity is not really available 
under the Over Thirty Month Scheme; either you have 
a cow of a certain age or you do not. It is difficult to 
conceive of major exercises of misdescription of this 
sort. 


245. Presumably there could have been many 
others involved in misdescription as well? 

(Mr Trevelyan) We have a process of verification. 
This particular problem was shown by _ our 
verification officers. 


246. You are satisfied that it would not have 
happened anywhere else? 

(Mr Trevelyan) I cannot say that with any 
certainty. I believe that the verification has been 
adequate and I am in a sense pleased that it has shown 
up this particular problem. 


247. Can I clarify something which relates back 
to this point about the cases that were passed to the 
Intervention Board’s Anti-Fraud Unit. You seemed to 
be saying to me that the only way in which they 
reached the Intervention Board’s Anti-Fraud Unit was 


* Note: See Evidence, Appendix 2, page 33 (PAC 98-99/52). 
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by the people phoning them in or writing in and 
reporting them and they were not actually discovered 
by the Board itself. Is that a correct reading of what 
you said? 

(Mr Trevelyan) That may be an 
over-simplification. In relation to the Over Thirty 
Month Scheme and the Calf Processing Scheme where 
a lot of farmers were involved in presenting animals 
there was a fair amount of reference to us from other 
farmers. We have information from a variety of 
sources in relation to intervention and investigation 
and perhaps I can write to the Committee on that too. 


Mr Wardle: You have got some information at 
your elbow. 


Mr Davidson 


248. It does seem to me, given the number of 
farmers who have been involved, to have 310 cases 
passed to the Fraud Unit seems a remarkably small 
number and a remarkably small percentage. Given 
what I know about farmers I would have thought the 
numbers involved in creative accounting were likely 
to be much larger. I do not believe that farmers are 
less likely to try and manipulate the system than, say, 
benefit claimants. I find these figures surprisingly 
small. Can you comment on that? 


(Mr Trevelyan) 1 think I indicated to the 
Committee that in the main area, given the indubitable 
facts about an animal that is of a particular age and 
has a particular number attached to it, the farmer does 
not have a great deal of scope for hoodwinking the 
administration. The area of where there is very large 
scope, and it has always been recognised, is in the 
slaughterhouses whereby the simple act of leaning on 
the scales, for example, as an animal goes through, you 
alter its weight by 10 to 15 per cent. For that reason, 
we have to have very heavy controls in the 
slaughterhouses and we have the same in the rendering 
plants where by another very simple operation 
perfectly edible meat sent under the controls of the 
scheme could find its way to a commercial outlet. 
These are the high-risk areas. We have done a risk 
assessment in this particular case and the major risk 
is in the post-slaughter period and before the meat is 
denatured by rendering, as I indicated. The absolute 
essentials in the operation of the scheme are not to 
have any meat hanging around in the system which 
does not have a clear destination and our refusal of 
animals into the scheme unless we know that we can 
render them virtually immediately. 


Mr Williams 


249. As Mr Wardle points out, you now do have 
some supplementary information which you may wish 
to be giving to the Committee. 

(Mr Trevelyan) The Committee has been told that 
we have got nine BSTS irregularities and I am being 
reminded by my colleague that it is in the 
memorandum. 
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Mr Twigg 


250. Going back to the start of the meeting, you 
said that there was a competitive tender for the 
disposal of blood.’ 

(Mr Trevelyan) 


251. Was there more than one tenderer? 

(Mr Trevelyan) 1 think that PdM are the only firm 
who have the appropriate equipment. There were no 
other bidders for blood. 


Yes; 


252. On this issue we have before us now, what 
percentage of incinerations in terms of the market was 
given to this company of all the incinerations which 
need to take place? 

(Mr Trevelyan) We do not have a contract on 
incineration with PdM, but we have a rendering 
contract and we have five rendering 


253. IfI could stop you, I have misled you, sorry. 
(Mr Trevelyan) Fibrogen have roughly a third of 
the contract area, as Mr Wardle has identified. 


254. Is there any company which has more than 
50 per cent? 

(Mr Trevelyan) Of the incineration? We have not 
completed the process, so I cannot say at this stage. 
We have one contract signed and we have two or three 
potential bidders for the remainder of the contracts. 





255. Are they companies with which you have a 
contract already signed and will they remain part of 
that work? 

(Mr Trevelyan) It is open to us to add a fourth year 
to the Fibrogen contract if that seems the right thing 
to do, but we are as risk-averse as Mr Wardle. 


Mr Williams 


256. How far are you over the barrel with 
Fibrogen as compared to the cartel you referred to 
earlier in terms of their capacity? 

(Mr Trevelyan) No, we could walk away from any 
contractor on meat and bone meal, but the cost would 
be that the meat and bone meal stockpile would 
increase. That is something which Ministers have 
indicated to us is undesirable, so there is pressure to 
come forward with a plan and there is pressure at the 
European level as well, but I would not suggest to the 
Committee that it is anything like the pressure which 
we were under in June/July 1996. 


Mr Davies 


257. You mentioned Fibrogen is owned by 
Fibrowatt. Does someone else own Fibrowatt? 
(Mr Trevelyan) It is largely a family company. 


258. Which family? Do you know who the 
shareholders are or is it a group of a few people in the 
family who own it? Is that right? 

(Mr Trevelyan) Yes. That information is available 
from Dunn & Bradstreet and it is in the public domain. 

Mr Davies: Yes, but I have not got it. 


' Note by Witness: There was one unsuccessful bidder in 
Scotland. 
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259. In that case, there is no problem in the closed 
session of giving it to us. 

(Mr Trevelyan) We could have given it to you in 
the public session. 


260. If that is all right, then give it to us now. 

(Mr Trevelyan) It is the Fraser family who owns 
it. There is a Continental holding in the company as 
well, there is an Italian company. 


Mr Davies 


261. Do you know what the asset base is? I know 
the NAO do not. What is it? 

(Mr Trevelyan) Yes, we do know, we have the 
figures. 


262. What is it? 

(Mr Trevelyan) I do not have the figures before 
me now. I could write to the Committee with that 
information. It is public domain information. There 
is no secret about it. 

Mr Davies: Yes, but we have not got it. 

Mr Williams: Well, if you would provide it, that 
would be helpful. 


Mr Davies 


263. Is it possible for you to recall any indication 
of the ball-park size of the asset base? 

(Mr Trevelyan) The Fibrogen plant cost about £20 
million to build and it is in the process of being paid 
off, but I have not brought the asset base of the group 
as a whole. It is a very extensive group with lots of 
sub-companies and we have information on the key 
parts of that. 


264. But if, as you say, Fibrogen is worth £20 
million, what are we talking about for the wider group, 
the Fraser group? Is it a billion or £30 million or 
what? 

(Mr Trevelyan) Interestingly, the Dunn & 
Bradstreet rating for Fibrowatt, the holding company, 
is not as strong as Fibrogen, so the real issue is the 
stability of the group as a whole. 


265. So, in other words, what could happen is 
because of the credit rating of Fibrowatt and indeed 
the support that is provided by the Fraser group, 
presumably it is limited support, then there is a danger 
of Fibrowatt going down and bringing down Fibrogen 
and is that why the banks will not give the money to 
Fibrogen? Is that basically the situation? 

(Mr Trevelyan) 1 would think so, yes. 


266. How does the riskiness of Fibrowatt, 
compare with the other competitors in doing this 
public service of incineration that you looked at in the 
tendering process? 

(Mr Trevelyan) We have not got as close to a 
contract with any of the other companies at this stage. 


267. And you offered the others comparative—I 
know you did not offer them specifically £5.7 million 
up-front to build an incinerator, but you offered them 
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similar sort of things presumably in the course of 
discussion. 

(Mr Trevelyan) No, there was a special situation 
in this particular case. What we are looking for is a 
price for a service and it is only because we felt it was 
necessary to get the programme moving that we were 
prepared to fund part of the operation. 


268. On the market structure that Mr Wardle and 
Mr Twigg referred to already, so I have got the 
numbers clear in my own mind, this plant that you 
were giving £5.7 million for will do 70,000 tonnes a 
year and the rate of new requirements would be 75,000 
tonnes a year, but that 70,000 tonnes is only a third of 
the total capacity of the market? Is that right? What 
I am trying to get at is the question which Mr Wardle 
was getting at, which is how quickly are you able now 
to get that stockpile of 350,000 tonnes down? Will 
you just reduce it right down within a few years or 
will it take ten years at this very high profit margin 
that Mr Wardle has mentioned? 

(Mr Trevelyan) Yes, we believe that if we can get 
the remaining contracts let and in short order and get 
the conversions made or the new-build plants put up, 
then we will be able to dispose of the existing stock 
and new arisings by the year 2003. 


269. So how many tonnes do you envisage 
incinerating a year, assuming it is all straightforward? 
(Mr Trevelyan) Approximately 200,000. 


270. Two hundred thousand a year, so in order to 
do that, are you intending giving them another £5.7 
million for another incinerator? 

(Mr Trevelyan) No. 


271. You do not think that would be a good idea? 
(Mr Trevelyan) No, that is not my intention. 


272. On the issue of profit margins that Mr Wardle 
mentioned, was there anything in the contracts either 
in terms of indemnity clauses or on the other side in 
terms of profit share so that if there were an excess 
margin made, and obviously you work in a world of 
uncertainty which is clear from your answers, but in 
the event enormous margins are made at the loss of the 
taxpayer in the next few years, is there any claw-back 
opportunity for the public sector or can they just make 
as much as they make and walk off with it? 

(Mr Trevelyan) No. The public sector’s security, 
which comes into place as soon as the banks are paid 
off, is in relation to the repayment of the £5.7 million. 
The development cost has to be repaid by the company 
out of the gate fee. That is the limit of the public 
sector security. 


273. But if there are enormous excess profits made 
in this collaboration is there any opportunity for that 
to be recovered in the light of the statistical output? 

(Mr Trevelyan) No. 


Mr Page 


274. Just one or two follow-up questions. I am 
always dubious of the value of a chicken litter burner 
or a bone meal burner when it has to compete in the 
open market. Therefore, as it was on a NOFFO scheme 
with bankers presumably only too happy to lend 


THE COMMITTEE OF PUBLIC ACCOUNTS 31 


30 November 1998] 


[Mr Page Cont] 

money against a NOFFO contract, why have you gone 
into this hugely complicated arrangement where there 
is risk and why did you not just offer them another 
NOFFO contract for which the bankers would provide 
the money and you would give the subsidy on the 
amount of electricity that they produce and if they stop 
producing, they go bust or whatever then your liability 
immediately stops? 

(Mr Trevelyan) As I understand it their rights to 
NOFFO monies had expired. 

Mr Page: Why did you not offer a similar style 
NOFFO contract, a separate one, from your Ministry 
just to do exactly what was used to encourage the 
introduction of green energy and therefore you would 
not need all of this hassle, you just have a straight 
contract on which you pay a certain amount over the 
market price? Did you think of that at all? I think they 
had better drop us a note, do you not, Mr Williams? 


Mr Williams 


275. Give them a second. 

(Mr Trevelyan) The simplest thing to say is we 
took over this negotiation from the Department of 
Trade & Industry who ran it with the generating 
industry and made no _ progress. They were 
attempting to do deals with Scot Power and one or 
two of the other major generators at prices in the 
200-250 range. We took the view that was far too 
much and the DTI effectively passed it over to us. 


276. Can I just get one or two things clear. 
Were you doing these deals for this company to 
supply electricity down the grid to Scot Power or 
were you looking at processing the animals through 
the existing power stations? There are two 
separate issues. 

(Mr Trevelyan) What DTI was investigating in 
1996-97 


277. They were investigating looking at using 
the power stations to do this. 
(Mr Trevelyan) Yes, coal burning power. 





278. This is a completely separate operation that 
supplies the grid. Did anyone look at a NOFFO 
style type contract for Fibrogen? 

(Mr Trevelyan) No. We were in a competitive 
tendering situation where what we were asking was 
what was the price of disposing of this material. 


279. The competitive tendering has gone out of 
the window, has it not, in this? This is a one-off 
special arrangement. I am just suggesting a much 
more simple special arrangement where there would 
be no risk if it goes bust, if it fails, because 
immediately the money stops. 

(Mr Trevelyan) ‘That is the possible advantage of 
an alternative ring. 


Mr Wardle 


280. I am not any kind of tax expert but a 
couple of times, Mr Trevelyan, you said that this 
5.7 million will be repaid out of the gate fee. As 
I understand it, the Board will finance the acquisition 
of assets which will sit on the company’s balance 
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sheet, they will have a liability of 5.7 million to you 
and assets worth that on their balance sheet. To 
repay that money it does not come off the top out 
of the gate fee, it will come out of their net income 
surely? The Treasury has remained silent, perhaps 
they can advise us on this. It will have to come 
out of their earnings, will it not? 
(Mr Trevelyan) Yes. 


281. What does that imply to you about the 
gross margin on which they are operating? 

(Mr Trevelyan) It implies that they will be well 
funded once they have quitted the banks. 


Mr Love 


282. Very briefly, I was reading through the 
Report to try and find it and the contract you have 
entered into is subject to them getting planning 
consent. Assuming that they are just transferring 
from using litter to meat and bone meal, one 
presumes that that would be _ relatively 
straightforward for an existing plant, but if we are 
going to bring in the new plant that you have talked 
about on a two-year timescale, does that take into 
account any difficulties that they may have in 
gaining planning permission for a new facility of 
that nature, recognising the public concern that there 
may be about burning meat and bone meal? 

(Mr Trevelyan) I regret to say that all these 
timescales are subject to some further delay from 
the planning process, but in the two cases involved, 
one is a renderer and one is a company already 
doing incineration on a _ well-known site, it is 
unlikely that the planning constraints would be 
major. 


283. As far as you are concerned, you do not 
believe there is going to be a major constraint there? 
(Mr Trevelyan) I could never say that. 


284. If Fibrogen do not end up in a monopoly 
position for a very long period of time, it is critical 
to bring on these other two, so it is critical we get 
through this issue, but you do not believe there is a 
major constraint? 

(Mr Trevelyan) We do not think it is a major 
risk, no. 


Mr Williams 

285. It is unusual for a department to hand over 
a project like this to another department. In effect 
it sounds as if the DTI washed its hands of it. Is 
that in effect what happened and was there at any 
time a suggestion that there could even be an 
accounting officer’s matter looming in _ that 
department which was not at risk in yours? 

(Mr Trevelyan) No, Chairman, I think that is 
speculation. It was simply that the Intervention 
Board had the management of the whole of the 
cull and its consequences and it seemed within the 
Whitehall machinery simpler for the issue to rest 
with us. Where DTI felt initially they had expertise 
was in their contacts with the privatised generators. 
When it became clear that those contacts were not 
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going to result in an effective low-price contract, 
then the issue passed to us. I should say there is a 
technical issue, that the coal-burning generators 
required meat and bone meal to be presented in a 
form which could be blown as pulverised into the 
generating plants, and anybody who has seen meat 
and bone meal, Chairman, will see that that presents 
virtually insuperable objections. I was told by 
ScotPower that if I froze it at zero temperature and 
could guarantee delivery to the furnace at zero 
temperature in powdered form, then it might burn 
as coal. It turned out, in other words, that the major 
coal-firing generators were not a technical option. 


286. Does the £5.7 million carry interest? 
(Mr Trevelyan) No. 


287. It is interest-free? 

(Mr Trevelyan) It is an advance payment which 
we are making and we meet the cost of the 
development as it arises. 


288. Treasury, at going rates, what would that 
be worth as a subsidy to have it interest-free? 

(Mr Mortimer) I am not sure exactly what the 
current interest rates are, but a borrowing rate would 
be 6 per cent or 7 per cent, something like that, so 
if it is £5 million, that is £300,000 a year if it is 
repaid, as a ball-park figure. 


289. So that is a year, so about £1 million of 
that will be full-blown interest, so effectively they 
are really getting it for £4.7 million. 

(Mr Mortimer) The mathematics of that I agree 
with, but presumably all this is taken into account 
in the overall deal, so other elements of the deal 
would be less generous to compensate for the 
interest-free element. 
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290. To be honest, I have not heard anything 
that soulds less than generous in what we have been 
talking about today. If you are not over a barrel, 
why are you taking risks that the banks will not 
take? 


(Mr Trevelyan) There is an element, Mr 
Williams, of political interest in the issue. 

291. Political interest? 

(Mr Trevelyan) All ministers who have 


supervised the Intervention Board’s operations have 
asked us to get ahead and do the job as quickly as 
possible. We have maintained full openness with 
all the other public departments involved and have 
consented to our operating in this particular manner. 


292. At a ministerial level? 
(Mr Trevelyan) At a ministerial level, yes. 


293. Which ministries? 

(Mr Trevelyan) The agriculture ministers are the 
ministers to whom we put the issue “shall we 
proceed on this basis?” 


294. Incidentally, the banks which are being so 
obdurate, are they well established banks or are they 
the sorts of banks we have been worried about in 
the Far East in recent months? 

(Mr Trevelyan) A variety of European banks. 

Mr Williams: Variety in terms of name, not in 
terms of quality I assume. Gentlemen, thank you. I 
look forward to receiving written evidence on all of 
the issues that have not been fully addressed today. 
Thank you very much for giving so much of your 
time. I apologise to everyone that it has dragged on 
for so long. Thank you very much. 


APPENDIX 1 
BSE: THE COST OF A CRISIS (PAC 98-99/51) 
Supplementary Memorandum submitted by the Intervention Board 
Q115. Assessment of compensation payment errors 


A payment reconciliation is currently underway to cross-check the payments that were made under the largely 
manual system against the payments that would have been made had the computerised payment system been in 
place at the start of the scheme. The target date for completion of this work is 31 March 1999. 


At this stage there is a range of underpayments and overpayments of some £6.49 million, leaving a net 
overpayment of about £4.77 million, on a total spend of £805 million representing 0.59 per cent. We would 
expect, on experience so far, that the total overpayment will reduce as the exercise proceeds and explanations 
are found for apparent inconsistencies. Eighty per cent of the apparent errors are in the payment made to 
abattoirs. Appropriate action will be taken to seek recovery or make supplementary payments. 


Q143. Repurchase price of intervention beef 

EC Regulation 1757/96, provided for the UK to repurchase beef sold out of intervention immediately prior to 
20 March 1996 and to repurchase intervention beef which had been retained as payment in kind by the canners 
of intervention beef for the Surplus Food Scheme. 


Beef is sold out of intervention at prices which vary according to cut, end use and whether the sale is by 
tender or fixed price. All the beef sold was repurchased at the same price that it had been sold out of intervention. 
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Beef retained as payment in kind was repurchased at a price fixed by the Commission—1,900 ECU, per tonne 
(£1,603.51p per tonne). 


Intervention Board 


12 January 1999 


APPENDIX 2 
BSE: THE COST OF A CRISIS (PAC 98-99/52) 
Supplementary Memorandum submitted by the Intervention Board 
Q242. Estimate of recoveries concerning cases under investigation 


In three on-going investigations it is estimated that the sums at risk are in the region of £1,324,300. One of 
these cases accounts for some £1,300,000, however, and the company is in liquidation, so the prospects of 
recovery are not very good. In addition, there are another 57 cases still under investigation, in respect of which 
it is not yet possible to estimate the amount of money at risk. Experience has shown it to be possible that on 
further investigation, it will be found that in some of these cases there may be no loss of public funds and in 
others, the loss may be minimal. 


FiBROGEN MEMORANDUM 
Introduction 


1. This Memorandum has been prepared in answer to the specific questions raised by the Committee on 30 
November 1998, and to provide some further information for the Committee on the issues surrounding the 
disposal of MBM from the Over Thirty Month Scheme (OTMS). 


The MBM Problem 


2. Stocks of MBM from the OTMS and the Selective Cull currently stand at 366,000 tonnes and are forecast 
to grow at arate of around 70,000 tonnes a year. EU rules require OTMS material to be incinerated, but currently 
only one company. Rechem at Fawley, is burning MBM, and then on a relatively small scale. Until further 
incineration capacity can be brought on-line: 


— there will continue to be a need to store MBM and identify new storage sites. The storage of MBM 
is both unpopular with the public and expensive, around £7 million a year and growing (the figure 
of £12—15 million which I gave to the Committee included tallow); and 


— it will not be possible to claim the final 20 per cent of the contribution from the EU owed in respect 
of OTMS compensation on the vast majority of the animals slaughtered. Around £122 million is 
due, pending final destruction. 


There has also been strong pressure from the Commission for a disposal plan for MBM stored in the UK, and 
the issue was seen in UK Agriculture Departments throughout 1997 and 1998 as one which had the potential to 
prevent the lifting of the export ban. I mentioned the President of the European Commission’s personal interest 
in the issue in my October Memorandum to the Committee. The signing of the Fibrogen contract gave MAFF 
the opportunity to write to the Commission giving them positive views about the UK’s plans to destroy the 
MBM stockpile. 


Background on the Disposal of MBM 


3. Paragraph 4.12 of the C&AG’s report on BSE (HC 853 of session 1997-98) explains that DTI undertook 
much of the early work in identifying disposal outlets for OTMS material. A substantial amount of work was 
conducted with the three major power generators in 1996 and early 1997 on the feasibility of burning MBM and 
tallow in coal fired stations. National Power and PowerGen undertook trial burns at Didcot and Ratcliffe-on-Soar 
respectively, the information from which underpinned the Environment Agency’s risk assessment on the 
incineration of MBM. 


4. This work showed that the burning of MBM in coal fired power stations was feasible. However, there 
were a number of problems with the terms being sought by the generators to do the work. Their requirements 
are set out in detail in the NAO’s report, but included: 
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— substantial capital costs to be borne by the Government (£18 million is quoted in the report); 
— unknown, but probably high, decommissioning costs to be borne by Government; 


—  acomprehensive indemnity from the Government against any claims arising from the incineration 
of MBM; 


— an onerous specification for MBM delivered, leading to increased rendering costs and a requirement 
to reprocess MBM already in store; 


— high gate fees proposed, making the cost of destruction well over £200/tonne. 


5. In the light of these demands and the prospect of other possible incineration outlets, UK Agriculture 
Ministers accepted MAFF/IB’s recommendation in July 1997 that the main power generators should be held in 
reserve whilst other possible options were pursued by IB. At around this time, it was also agreed between 
Departments that IB would formally have lead responsibility in Whitehall for identifying and contracting OTMS 
disposal routes, thus placing the entire OTMS operation with IB. 


6. Paragraphs 7 and 8 of the Memorandum which I submitted to the Committee for the hearing on 30 
November explained that in the latter half of 1997 IB suspended, and then terminated, the incineration part of 
its integrated tender because none of the bids met our requirements. Eight companies with a track record in 
combustion, or in handling MBM, were invited in January 1998 to submit costed proposals for the large scale 
disposal of MBM under the “negotiated” procedure of the EU Services Directive. As a result of this process, 
seven companies submitted costed proposals to us, with the tender from Fibrogen evaluated as the clear front 
runner by our Project Board. 


Why Fibrogen? 


7. A table showing the criteria against which the Project Board evaluated the tenders received and the marks 
awarded to each of the bids is at Annex A. The tender from Fibrogen scored well in mene of aa 
deliverability, quality and volume of service and price, as below: 


— Early deliverability: Fibrogen’s proposal envisaged burning within six months of contract, nine 
months less than the closest competitor—PDM, and 14 months less than Rechem. Fibrogen’s 
schedule has subsequently slipped by two months, mainly due to changes in plant design suggested 
by the Environment Agency (EA) or being needed to meet BATNEEC (best available techniques 
not entailing excessive cost) requirements. BATNEEC requirements will be faced by the other 
companies and it is not unreasonable to assume that there will also be some impact on their 
schedules, if additional work is identified to meet the BATNEEC criteria. 


— Quality and Volume of Service: At 85,000 tonnes of MBM a year, Fibrogen offered the second 
largest tonnage after Rechem, and the Project Board was satisfied with the technical “know how” 
they would bring to the project. 


— Price: the price agreed with Fibrogen of £62/tonne of MBM burned is significantly better than that 
on offer from any other main contenders. More detail on this below. 


8. In summary, the Project Board recommended Fibrogen for a contract ahead of any of the other tenderers 
because of a combination of an early start, high volumes of material and lowest price offered. 


9. Fibrogen is the generating company wholly owned by Fibrowatt which is 60 per cent owned by Fibro 
Holdings, 15 per cent by Foster Wheeler Energy Ltd and 25 per cent by Finstahl SA. Eighty-nine per cent of 
the shares of Fibro Holdings are held by members of the Fraser family with the remaining 11 per cent held by 
the company’s operations director Mr Paul Apps. As at 31 March 1998 the net worth of Fibrogen as revealed 
by accounts lodged with Companies house was £3.21 million. Fixed assets were reported at £9.55 million with 
net current liabilities at £6.34 million mainly in the form of secured bank loans. 


Other MBM Contracts 


10. Fibrogen’s contract with us to burn around 255,000 tonnes of MBM accounts for around 40 per cent of 
the MBM that is likely to be produced as a consequence of the OTMS and Selective Cull Schemes to the end 
of the year 2002-03. Negotiations are continuing with three other companies about meeting the balance of our 
requirement for MBM incineration capacity. We are looking to contract around 200,000 tonnes of capacity a 
year which will facilitate clearance of the stockpile by April 2003, but the capacity which is eventually contracted 
and the timescale over which disposal will take place will be influenced to a degree by whether a cost effective 
solution comes forward in Northern Ireland. 


The Terms of the Fibrogen Contract 


11. Whilst Fibrogen offered the best chance of making an early start to burning significant quantities of 
MBM at a reasonable price, their tender was conditional upon a proportion of the gate fee being advanced to 
cover the cost of converting the plant to burn MBM. The cost of this task is estimated at some £5.7 million, 
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with a significant proportion of this investment required because of the precautionary requirements of the EA, 
particularly in terms of emissions, fuel handling and ash collection. The EA will not issue an operating consent 
until it is entirely satisfied on these points. 


12. Fibrogen commenced burning poultry litter in 1993. Construction of the plant was funded by a 
consortium of banks who expect to be repaid, with interest, from the earnings of the power station, i.e., from 
the sale of electricity and the revenue from the ash, which is used as a fertiliser. The banks will not be repaid 
until late 1999 and refused to re-order the schedule to allow Fibrogen to finance the conversion of the plant to 
burn MBM, even with the prospect of a substantial Government contract in the offing. The Company has secured 
an offer of refinancing of their existing loan, balance now amounting to between £1.9 and £2 million, from a 
single UK bank. The repayment schedule assuming planning permission for burning MBM would clear the loan 
by 31 December 1999. Our approval is required for this refinancing to proceed. 


13. There is no reason to believe that the banks would have adopted a different approach had we been in a 
position, for example, to offer a subsidy based on electricity generated from MBM. DTI advise that this would 
not be an appropriate use of NFFO, which is intended to provide for the generation of electricity from renewables 
which could then go on and provide a new long-term generation option, not for disposing of fixed amounts of 
waste under contract to the Government. It is also the case that as a holder of a NFFO contract, Fibrogen is not 
eligible for another NFFO contract at that plant. The basis of our tender was a price per tonne of MBM 
incinerated and it was important for reasons of comparison that all bidders tendered on that basis. We indicated 
that we would prefer solutions involving energy recovery but did not wish to be prescriptive about, nor to 
become involved in, the arrangements which companies made to sell or otherwise use the energy produced as 
part of the process. 


14. Advance payments by Government Departments are not common. Where they do occur, Departments 
require the approval of the Treasury and adequate steps must be taken to protect taxpayer’s money. In 
considering whether or not to proceed with Fibrogen, we were well seized of the need to obtain a security for 
any advance made and a large part of the contract negotiation revolved around this point. However, Fibrogen’s 
banks refused to allow even a second charge against the company’s assets until they had been repaid. With 
Treasury agreement, we therefore negotiated the best deal possible with the company in the circumstances. 
This involves: 


— immediate security as soon as the banks have been repaid; 


— a financial incentive for Fibrogen to provide security within six months of the start of service 
delivery; 

— the payment of the advance against delivery of equipment and services as certified by. an independent 
consulting engineer; and 


— the gate fee to be paid in arrears. 


15. The advance will be recovered from the gate fee which Fibrogen receive for burning MBM. We will 
therefore get our securtiy once the outstanding loan has been repaid, which in practice is likely to be between 
six and 12 months after the start of commercial burning. There is a risk of nugatory expenditure if Fibrogen fail 
for reasons beyond their control, e.g., a failure to obtain planning permission or operating consents. However, 
this risk was viewed against the need urgently to secure a disposal route which offered the best chance of 
meeting planning and environmental requirements in the least timescale and at a realistic price. The company 
has employed planning and environmental consultants and is following a proactive policy with regards to local 
communities to minimise the risks of failure. If the company was put into receivership before our security was 
in place we would become an unsecured creditor and the extent to which we would be able to recover sums 
advanced would depend in the normal way on the sums available for distribution. 


The Value of the Advance Payment 


16. The advance payment is being made to enable Fibrogen to convert their existing plant to burn MBM. 
The main areas of additional investment are in new fuel handling equipment specific to MBM, enhancing the 
combustion process to satisfy stringent emission standards laid down by the EA, and the ash collection system 
which recognises the fact that MBM ash has to be landfilled, rather than used as a fertiliser. All of these changes 
are specific to, and result from, the BATNEEC guidance laid down for the handling/combustion of MBM. 


17. In the opinion of the EA, Glanford will become a waste incinerator when it starts burning MBM, rather 
than a combustion plant, as at present. The waste incineration standards are much tougher and it is quite clear 
that none of the fundamental changes that Fibrogen are making to the plant would be necessary if they continued 
to burn poultry litter. As the new investment is driven by the new MBM fuel and amounts to around 25 per cent 
of the original cost of the power station, it is not the case that the taxpayer is advancing any more of the gate 
fee than is needed to complete the work necessary to burn MBM. The advanced sum will be shown in the 
company’s accounts as a current asset offset by a current liability to IB. 
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18. Each of the eight companies we invited to submit costed proposals were treated exactly alike. None 
were specifically offered the opportunity for an advance payment, although two of the companies indicated that 
advance funding was a requirement of their tender. The tender from the other company seeking an advance, 
ScotPower, did not meet our evaluation criteria and was rejected. Whilst not explicitly seeking an advance, other 
companies bidding for the work have sought certain assurances from us, such as underwriting planning costs, 
but these have largely been negotiated away. 


19. The position taken by their banks prevented Fibrogen from raising the necessary funds from the market 
to convert the plant. The company is not able to earn interest on the advance payment we are making. To put it 
simply the project would not have proceeded had we not been willing to advance a proportion of the gate fee 
to fund the conversion process. It is, however, legitimate to compare the overall deal with that being offered by 
Fibrogen’s main competitors with account being taken of the value of the advance payment being made to 
Fibrogen, as at Annex B. If we adjust the gate fee upwards to take account of the cost of advance payment the 
adjusted gate fee is still cheaper than the gate fee being offered by the other companies. Moreover a combination 
of an earlier start to the service and the higher volumes being burnt mean that additional savings accrue to the 
taxpayer in terms of reduced storage fees and the bringing forward of EU reimbursement to the Exchequer. 


20. In my view, Annex B underlines the strength of the Fibrogen proposal over other tenders received, three 
of which are still under consideration. The contract was let on the basis of competitive tender and a clawback 
clause is inappropriate and not negotiable. 


Treasury Involvement 


21. Treasury officials were kept fully informed of the emerging options, the costs and the risks. They 
participated in a number of early meetings and took opportunities during visits to our Reading offices to keep 
their information up to date. More formal approaches were made to the Treasury when it became clear in the 
course of negotiation that there would be a risk of nugatory expenditure if the contract was signed and the 
project subsequently failed. Given the exceptional circumstances surrounding MBM disposal (i.e., the need for 
urgent action, concern about lifting the beef export ban, and the long term storage of MBM) and the relatively 
low gate fees (offsetting the cost of the advance payments), Treasury were content for us to contract with 
Fibrogen on the terms stated, subject to the full details of the contract, particularly the nature of the advance 
(non-secured) and the attendant risk being put to Ministers and their signifying agreement. They also advised 
that Parliament should be informed about the deal. For reasons of commercial confidentiality, and to avoid 
jeopardizing ongoing negotiations with other suppliers, this information was provided in the form of the 
Memorandum submitted to the Committee on 30 October on which it took further evidence on 30 November. 


George Trevelyan 
Chief Executive 
Intervention Board 


December 1998 


ANNEX A 


Fibrogen Companions 
Scottish | Glen Glanford Fibropower' Rest William 
Requirement Power Farm Plant Eye plant PDM (Cassidy) Forrest Rechem 


Quality and Volume of Service — — — — — = — at 
(20 per cent) 

How soon services can be delivered — — — — == sec. a — 
(25 per cent) 

Track Record (10 per cent) -= — — — —_ ae os = 
Flexibility (15 per cent) oo — = = — = ae —_ 
Suitability of premises, plant, etc., — a — = = Bes a= fi 
to OTMS/SCS (5 per cent) 

Price (25 per cent) — —— = = — = — — 





Overall Score 37 48 78 63 68 74 53 68 





' Proposal from sister plant to Fibrogen. Shares same technology and basis of proposal same as for Fibrogen, i.e., advance 
funding of gate fee to cover conversion of plant to burn MBM. Project Board awarded provisional markings for Quality 
and Volume of Service and Flexibility on basis that benefit of Fibrogen had to be demonstrated before further investment 
in equivalent technology could be justified. 
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ANNEX B 
Comparison of costs of incineration 

Fibrogen PDM Rechem 

Gate fee (£/tonne) 62 87 92 
Advance funding sought (£ million) el Nil Nil 
Gate fee adjusted to take account of benefit of advance funding (£/tonne) '66 N/A N/A 
Contracted quantity proposed (thousand tonnes) 255 200 180 
Reduction in storage costs resulting from quicker lead—in time (£ million) *0.7 — — 
Benefit to UK of earlier draw down of EU reimbursement °0.9 -— com 


' Based on interest calculated at 8 per cent per annum (LIBOR + 2 per cent) a rate at which the company is able to borrow. 
> Assumes storage charge of £2.03/tonne/month. 
> Based on interest calculated at 6 per cent per annum, equivalent to an assumed Government borrowing rate. 
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